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OUR VALUES

We Believe . . .

Excellence is the standard for all we do, achieved by encouraging and
nourishing: respect for others; honest, open communication; individual
development and satisfaction; a sense of ownership and responsibility for
the Corporation’s success; participation, cooperation and teamwork;
creativity, innovation, and initiative; prudent risk-taking; and recognition

and rewards for achievement.

We must conduct ourselves morally and ethically at all times and in

all velationships.
We have an obligation to the well-being of all the communities we serve.
That our officers and staff are our most important assets, making the

critical difference in how the Corporation performs; and through their

work and effort, separates us from all competitors.

“°



(Dollars in thousands, except

FINANCIAL HIGHLIGHTS

share and per share amounts) 2009 2008 2007 2006 2005
Selected Year-End Balances:

Total assets $ 883,430 $855,657 $785,596 $734,468 $671,957
Total shareholders’ equity 88,876 64,857 65,224 68,006 60,086
Total loans (net) 613,004 633,017 585,881 517,843 465,039
Total deposits 606,630 550,725 527,571 532,835 495,438
Summary of Operations:

Interest income $ 64971 $ 64,130 $ 64,825 $ 58,582 $ 48,770
Interest expense 15,459 21,395 23,378 18,457 11,997
Net interest income 49512 42,735 41,447 40,125 36,773
Provision for loan losses 18,563 13,766 7,130 4,625 5,520
Net interest income after

provision for loan losses 30,949 28,969 34317 35,500 31,253
Noninterest income 36,689 25,149 25878 27,387 27,584
Noninterest expenses 60,167 49,320 48,371 45,328 41,868
Income before taxes 7,471 4,798 11,824 17,559 16,969
Income tax expense 1,945 617 3,344 5,430 5,181
Net income $ 5526 $ 4,181 $ 8,480 $ 12129 $ 11,788
Per share:

Earnings per common share—basic 1.44 1.38 2.77 3.85 3.49
Earnings per common share—

assuming dilution 1.44 1.37 2.67 3.71 3.36
Cash dividends-common stock 1.06 1.24 1.24 1.16 1.00
Weighted average number of common shares—

assuming dilution 3,048,491 3,058,274 3,181,445 3,273,429 3,507,912
Significant Ratios:

Return on average assets 0.50% 0.51% 1.13% 1.75% 1.82%
Return on average equity 6.60 6.39 13.03 18.97 17.70
Dividend payout ratio 73.48 89.79 44.45 30.15 28.33
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Letter from the President

On behalf of the Board of Direcrors, I welcome
this opportunity to report the financial resules of
vour corporation and discuss the difficulries of
this past vear, as well as the challenges and oppor-
cunities facing us in the year ahead. Withour
question, 2009 was a difficult year for the Unired
States economy, the banking industry and C&F
Financial Corporation. At no time since the Great
Depression have we seen the near financial mele-
down experienced in the second half of 2008, with
che resulting negative impact on the 2009 econo-
my extending to such a wide range of businesses
and individuals, especially those having any
connection to real estate, This, in turn, had a very

negative effect on the financial sector.

Despite all of the difficulties, Tam pleased to
report that your corporarion has continued to
experience overall positive financial resules. Our
strategy of diversification served us well in 2009 as
our Mortgage and Finance Companies produced
strong earnings, while the resules of our Rerail
Bank reflected the negative effects of the signifi-
cant downrurn in the real estate market, higher

FIDIC assessments and lower fee income.

Ner income was $5.5 million for the year versus
$4.2 mullion in 2008 producing a return on
average equity of 6.60% versus 6.39% in 2008 and
a return on average assets of 0.50% versus 0.51% n
2008. While these results are well below those that
we would typically hope to achieve, they reflect

favorably on the Corporation when compared to

the returns of our peers across the country,

which as of September 30th earned a return on
average equity of 1.72% and a return on average

assets of 0.10%.

Assets grew from $856 million at year-end 2008
ro $888 million at year-end 2009 and deposits
increased from $551 million to $607 million. As

would be expected during times like these, loans

decreased, dropping from $633 million at year-end
2008 to $613 million at year-end 2009, as demand,
especially for commercial and small business
loans, greatly diminished and nonperforming

loans that were already on our books either had

ro be written down or reclassified as “real estare
owned” due to foreclosures on the properties

securing those loans.
&

Capital jumped from $65 million at the end
of 2008 to $89 million at the end of 2009,
primarily as a result of taking advanrage of the
government’s Capital Purchase Program. This was
an opportunity to increase capiral thar we saw as a
relatively inexpensive means to insure against
unforeseen events given the grear turmoil in the

financial markets these past eighteen months.

Our Mortgage and Finance Companies
experienced solid profitability in 2009. While not
completely immune to the issues revolving around
che real estate crisis, our Mortgage Company
experienced a 42% increase in loan production
during 2009, going from $749 million in closed
loans in 2008 ro $1.1 billion closed in 2009, as
they were bolstered by the wave of refinancing
and the sales of lower priced homes. This increase
in volume resulted in a jump in net income of
over 200%, going from $1.5 million n 2008 to
$3.4 million 1n 2009,

While one would think that our Finance
Company's business, primarily non-prime auto
lending, would be negatively impacted by the
current economic conditions, it has actually
thrived. Our Finance Company enjoyed a strong
year in 2009 with net income of $4.8 million ver-

sus $2.7 million in 2008. Positively impacting this
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past year were several things: our cost of funds
was significantly lower due to the decline in
short- term interest rates; our average loans out-
standing increased from $170 million to $179
million; dcspite that growth, our net charge-ofts
declined slightly due to improvements in under-
writing criteria {(an initiative implemented several
vears ago) and enhanced collection efforts; and,
the used car market was strong, thereby reducing
the loss per loan for repossessed vehicles. Our
Finance Company’s ratio of reserve for loan
losses to loans outstanding increased, going
from 7.31 percent at the end of 2008 to 7.89
percent at the end of 2009,

Our Retail Bank experienced a $2.2 million
loss for 2009 due to the effects of nonperforming
loans on interest income; a higher provision for
loan losses ateributable to credic quality issues;
lower overdraft charges on deposit accounts
resulting from heightened customer sensitivity to
incurring such fees during these economic times;
higher assessments for FDIC deposit insurance;
and higher expenses related to nonperforming

loans and foreclosed properties.

The Bank’s nonperforming assets (on which
we do not accrue interest) decreased from $18.6
million at year-end 2008 to $17.2 million at the
end of 2009. This decrease was the result of pay
downs from the sale of the real estate securing the
Joans; direct charge-offs; and the sale of foreclosed
properties. The largest component of the Bank’s
nonperforming loans was commercial loans
secured by residential real estate. We actively
monitor the credit risks within our loan portfolio
and when we deem ourselves to be inadequately
collateralized, attempt to obtain additional
collateral from the customer, have the customer
pay down the loan, or when necessary, write off a
sufficient portion of the asser to where the then-
current market value adequately covers the carry-
ing value on our books plus all selling costs. We
also regularly evaluate the appropriate level of the
reserve for losses for our loan portfolio. During

2009, despite charging oft $3.9 million of loans,

we increased the size of the Bank’s reserve by $2.5
million. At year-end 2009, the ratio of our reserve
for loan losses to total loans increased to 2.01
percent from 1.36 percent at the end of 2008. We
believe that our higher reserve level is appropriate
for the estimated losses inherent in our loan
portfolio and are cautiously optimistic that our
credit actions raken during this past year will
contribute to Jower loss provisions in 2010,

provided economic conditions do not deteriorate.

We, as well as all other banks, also experienced

a significant decline 2in our overdraft fee income
this past year as customers became more proactive
in managing financial transactions that could cost
them fees. This is an appreciated service to many
of our customers, and it is a service the customer
has the ability to avoid if he/she so chooses.
Should Congress greatly restrict this product
offering, which it is strongly considering, I believe
that other services banks give away today, for
example internet banking or bill-pay, may no
longer be free, as banks will have to find some

other means to replace that lost income.

Another increased expense impacting our
Retail Bank this past year, as well as all other
banks, has been FDIC deposit insurance
premiums. Three years ago, we expensed $60,000
for sour FDIC costs. During 2009, we paid the
FDIC $4.5

which had been depleted by all the recent bank

million to help replenish their reserves
failures. We expensed $1.3 million of that amount
in 2009, with the rest paid in advance for 2010
through 2012 and we may well be assessed

amounts beyond that.

When the FDIC announces the closing of a

bank and the subsequent pay off of depositors,

many in the public believe that it is the government

that is bearing that cost. It is not the government;
it is the banks that have paid the money in to the
FDIC deposit insurance fund. And it will be the

surviving banks that are left with the burden of

x‘eplemshmg those reserves to adequate levels. The

government does serve as a “backstop,” but it is

The greatest success
stories are the ones
achieved when times

are tough. Teams and
individuals that rise to
the occasion, facing
challenges head on, are
the ones that will be
the leaders going
forward. Our finance
company delivered

an outstanding
performance in a tough
economic year and
we're fortunate to have
many such leaders

on our team.

8. Dustin Crone
Executive Vice President
CerF Finance Company
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Fam proud that C&rF
Mortgage has weathered
the first half of a storm
that began in 2009;

the second half of that
storm is yet to come in
2010, and 1 believe we
have a talented group
of employees who are
focused on navigating
our customers and our
company through the
changes and challenges
of our industry. This
commitment will make
Ce&rF Mortgage the best
place to get a mortgage,
to work as an employee,
and it will make

possible the best return
for sharcholders.

Bryan E. McKernon
President
¥ Mortgage Corporation

the banking industry that has always funded the

FIDIC to cover all bank closures.

While 2009 was a very tough year for the
banking industry, 2010 is not expected to be
stgnificantly betrer. Foreclosures are predicted to
mncrease and unemployment is unfortunately
predicted to be high for the next several years, as
1t 1s expected that chis recovery will be a very slow
one with employment picking up at probably the
slowest pace of any recession in the last S0 vears.
Although we believe thar housing prices may have
reached their bottom in our trade area, some are
predicting that chey could still go a bit lower in

other parts of the country.

It may not happen unul late 2010 or carly
2011, but inevitably shore-term interese rates are
going to rise. This will negatively affect our
Finance Company as a significant portion of our
cost of funds is directly tied to short-term interest
rates. This will also impact the earnings at our
Rerail Bank because the costs of our funding will
QO up qui(‘tkez‘ than the increase in income on our
carning assets. And, it will impact the earnings
at our Mortgage Company as a vise in rates will
reduce refinancing activity and potentially

home purchases.

Perhaps as troubling as anything to us is the
damage that has been done over the last eighteen
months to the image of community banking,
Lictle distinction has been made between
commumnty banks and the large investment banks,
mortgage banks and the “too big to fail” banks
that created this crisis. Those institutions may
have been “bailed out,” but not community banks.

Certainly some, such as ours, participated in the

Capiral Purchase Program, which was initiated at a

“time of near panic to save the most safe and sound

banks, burt it was not a batl-out. When we decided
to participate, we viewed it solcly as an inexpensive
insurance policy for unforeseen events. Several
banks have repaid their Capiral Purchase Program
funds; however, we continue to monitor the situa-
ton. Bven though we are well-capitalized without
the Capital Purchase Program funds, we believe

it is our responsibility to ensure that our
Corporation is not put at risk. Until we are
confident thar the financial crisis has passed, we
continue to believe that these funds are an eco-

nomical “insurance policy” for unforeseen events.

There 1s much discussion in Congress today
abour the need for more regulatory oversight of
the banking industry and the need to create
another agency to protect the consumer. We
would agree that something needs to be done to
address the “too big to fail” banks, the oversight
of the derivatives markers, and the “financial”
msttutions that are not subject to the consumer
regulations under which community banks
operate. In fact, there are many in Washington
who have no idea as ro the consumer laws wich
which community banks already must comply and
the extensive examinations that we already must
endure. Congress needs to understand che rules
that are already in place and who has to comply
with them and who does not before it legislates
new ones. If it is not careful, Congress will burden
community banks with so many regulations that
it will drive many of the smaller ones our of
business, as it will be too expensive to employ all
the staff necessary to know, understand and
comply with those regulations. We agree that new
regulations may be necessary, but it is for those
areas of the financial markets that currently are

under-regulated, not community banks.

While it is easy to dwell on the negatives
during times like these, there are many positives.
As mentioned earlier, our Mortgage and Finance
Companies had very strong results in 2009. In fact,
our Finance Company had record earnings and we

are optimistic that the trend will continue. We

4
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believe that our charge-offs will hold steady if not

decline; loans outstanding should continue to
srow; and, there are opportunities to grow our
business in existing and new markers. While the
economic environment may not be as favorable for
the Mortgage Company for 2010, we continue to
strengthen our origination platform and to recruie

and hire new loan officers.

Our interest margings continued to improve
throughour 2009 at our Rerail Bank. With interest
rates stabilizing, deposits have re-priced at lower
rates and we have been able to implement interest
rate floors on adjustable rate commercial loans
thereby increasing our loan yields. While we
expect real estate losses will remain elevared
for the near term, we believe our loan portfolio
will perform relatively well due to the actions

initiated during 2009.

Our Retail Bank has always been known for
an accurate, convenient, and friendly cusromer
experience. We've been known for great service,
but we must get even better if we are to achieve
our goal of being the premier financial services
company in the markets we serve. A big part of
great service is having highly knowledgeable
employees, and that's why effores are underway to
strengthen our training curriculum and expecta-
tions. We are also continuing to explore straregies
to make it easier to do business with us.

Small businesses are the backbone of the
communities we serve, and that's why we will also
work very hard to improve our service to them and
grow the bank by earning more of their business.
We know that when we belp a small business
succeed, we also help the community succeed
through the employees that are hired and the
taxes that are collected to pay for local infra-

seructure like schools and roads.

Continued focus on expense control will
also be a key part of furcher strengthening our
financial results. While it is imporrant for us to
make sound investments for our future through

new markets, products, systems, talent, etc., it 1s

equally important to treat every dollar spent as if
it were our own. | am proud of the history our
Corporation has for being “tight” with the dollar
and P've asked our managers throughout the

corporation to continue this tradition.

As we have worked our way through these
rroubling times, the Corporation’s Board of
Directors continued its policy of paying dividends
in 2009, While the quarterly rate was decreased

from 31 cents per share to 25 cents per share, our

dividend return to our shareholders compares very

favorably to that of our peer group.

Although we are not through this crisis, we are

beginning to believe that we can see the light at

the end of the tunnel regarding our lending 1ssues.

We may still experience a few surprises; however,
we feel that we have most of our problem loans
identified and given the information we have
roday, properly reserved for. Barring any unfore-
seen events, we should see our need to put large
amounts into our reserve for loan losses
diminish, resulting in better income levels at

the Retail Bank.

We are going to be one of the surviving banks.
Although our results may ot show it as well as
we would like, much was accomplished in 2009
to get us to where we are today. We are gr‘ea,rly
appreciative to our officers and staft throughout
the entire company for their dedication and hard
work and to our directors for their patience and
suidance. Thanks to you, our stockholders, as
well, for your support and loyalty as we guide this

company through these rroubling times.

Sincerely,

. O llin

C

Larry G. Dillon
Chairman, President ¢ CEO

The Ceo'F Investment
Services team was
pleased to see the
recovery of the markets
in 2009 after the 2008
decline, which was
among the worst in
history. Our team of
Financial Advisors
worked havd with thewr
clients to achieve asset
diversification and
reduced risk. Many
challenges still face all
InVEstars; now, move
than ever, the Ceo'F
team is well-prepared to
help our clients mitigate
these challenges.

Fric F. Nost
President
Cerl Investmen

5

G&F Annual Report ~ 2008



b

Auelrey 1. Holmes

isted teft to right Joshua H. Lawson

t
J. D Cassey Jr, Paul C. Robinson, (7. L

, Bryan E. McKernon, Barry R Chernack, Larry G. Dillon,
feson, William E. O Connell Jv., James H. Hudson 111

C&F DIRECTORS & OFFICERS

C&F FINANCIAL CORPORATION / C&F BANK BOARD OF DIRECTORS

J. P. Causey Jr.*+

Fxecutive Vice President,
Secretary & General Counsel
Canal Corporation

Barry R. Chernack*+
Retived Partner
PricewaterhouseCoopers LLP
Larry G. Dillon*+
Chairinan, President ¢ CEO

I Financial Corporation

C&F
Citizens and Farmers Bank

Audrey D. Holmes*+
Attorney-at-Law
Audrey D. Holmes, Attorney-at-Law

James H. Hudson [II*+
Attorney-at-Law
HMudson & Bondurant, P.C.

¥ C&F Financial Corporation Board Member

* Bank Board Member

+ O

Joshua H. Lawson®+
President
Thrift Insurance (_ior;.mx*ation

Bryan E. McKernon+
President & CEQ
C&F Mortgage Corporation

William E. O’Connell Jr.%+
Chessie Professor of Business, Emeritus
The College of William and Mary

C. Elis Olsson®+
Director of Operations
Martinair, Inc.

Paul C. Robinson™+
Quner € President
Francisco, Robinson & Associates, Realtors

SANDSTON / VARINA ADVISORY BOARD

Robert A. Canfield
Attorney-at-Law
Canfield, Shapiro, Baer, Heller & Johnsron

E. Ray Jernigan
Busmess Qwner
Citizens Machine Shop

S. Floyd Mays
Insurance Agent/Owner
Floyd Mays Insurance

James M. Mehfoud
Pharmacist/ Business Owner
Sandston Pharmacy

Robert F. Nelson Jr.
Professional Engineer
Engineering Design Associates
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Reginald H. Nelson IV
Senior Partner
Colonial Acres Farm

John G. Ragsdale 11
Business Quner
Sandston Cleaners

Philip T. Rutledge Jr.

Retired Deputy County Manager
County of Henrico

Sandra W. Seelmann

Real Estate Broker/Owner
Varina & Seelmann Realty

C&F BANK RICHMOND BOARD

Jeffery W. Jones
Chairman ¢ CEQ
WFofR, Incorporated

5. Craig Lane
President
Lane & Hamner, P.C.

Harold M. McLeod 111
Senior Vice President, Regional President
C&F Bank/Richmond

William E. O’Connell Jr.
Chessie Professor of Business, Emeritus
The College of William and Mary

Meade A. Spotts
President
Spotts, Fain, P.C.

Scott E. Strickler
Treasurer
Robins Insurance Agency, Inc.

CaF MORTGAGE CORPORATION
BOARD OF DIRECTORS

J. P. Causey Jr.

Executive Vice President,
Secretary & General Counsel
Canal Corporation

Larry G. Dillon
Chairman of the Board

James H. Hudson III
Attorney-at-Law
Hudson & Bondurant, P.C.

Bryan E. McKernon
President ¢ CEO
C&F Mortgage Corporation

William E. O’Connell Jr.
Chessie Professor of Business, Emeritus
The College of William and Mary

Paul C. Robinson

Owner & President

Francisco, Robinson & Associates,
Realtors

INDEPENDENT PUBLIC
ACCOUNTANTS

Yount, Hyde & Barbour, P.C.
Winchester, Virginia

CORPORATE COUNSEL

Hudson & Bondurant, P.C.
West Point, Virginia



C&F OFFICERS & LOCATIONS

C&F BANK
ADMINISTRATIVE OFFICES

802 Main Street
West Point, Virginia 23181
(804) 843-2360

3600 LaGrange Parkway
Toano, Virginia 23168
(757) 741-2201

Larry G. Dillon*
Chairman, President & CEO

Thomas F. Cherry*
Executive Vice President, CFO &' Secretary

Ronald P. Espy
Senior Vice President & Chief Lending Officer

Rodney W. Overby
Senior Vice President, Chief Information Officer

Laura H. Shreaves
Senior Vice President & Director of
Human Resources

Matthew H. Steilberg
Senior Vice President, Retail Banking

Christopher A. Spillare
First Vice President ¢ Treasurer

E. Turner Coggin
Vice President, Senior Loan Underwriter

Sandra S. Fryer
Vice President, Application Support Manager

Deborah H. Hall
Vice President, Credit Administration

Donna M. Haviland
Vice President, Director of Internal Audit

Dollie M. Kelly
Vice President, Market Leader

James M. Lull
Vice President, Commercial Lending

Maureen B. Medlin
Vice President, Marketing

Deborah R. Nichols
Vice President, Quality Control

Graham S. Parlow

Vice President, Financial Reporting
Mary-Jo Rawson

Vice President <& Controller

Helga H. Ridenhour
Vice President,
Operations Manager

Teresa S. Weaver
Vice President, Market Leader

*Officers of C&F Financial Corporation

CHESTER, VIRGINIA

Mary Schoenfelder

Vice President & Branch Manager
HAMPTON, VIRGINIA

Holmes E. “Marty” Martin Jr.

Assistant Vice President & Branch Manager
MECHANICSVILLE, VIRGINIA

Elliot G. Jenkins

Branch Manager

MIDLOTHIAN, VIRGINIA

Kirsten E. D. Francis

Assistant Vice President & Branch Manager
NEWPORT NEWS, VIRGINIA
Jennifer D. Acevedo

Assistant Branch Manager

NORGE, VIRGINIA

Taryn R. Haden

Branch Manager

PROVIDENCE FORGE, VIRGINIA
James D. W. King

Vice President & Branch Manager
QUINTON, VIRGINIA

Van N. McPherson

Assistant Vice President & Branch Manager
RICHMOND, VIRGINIA

West Broad Street

Patterson Avenue

T. Hurst Kelley

Branch Manager

VARINA, VIRGINIA

Mary Long

Assistant Vice President & Branch Manager

SALUDA, VIRGINIA

Elizabeth B. Faudree
Vice President ¢ Branch Manager

SANDSTON, VIRGINIA

Katherine P. Buckner
Vice President & Branch Manager

WEST POINT, VIRGINIA
Main Street

14th Street

Donna T. Callis

Branch Manager

WILLIAMSBURG, VIRGINIA
Jamestown Road

Samuel G. Poole
Branch Manager

Longhill Road

Marci R. Clodfelter
Assistant Vice President ¢ Branch Manager

YORKTOWN, VIRGINIA

Barrett J. Franklin
Branch Manager

CONSTRUCTION LENDING OFFICE

C&F Center

1400 Alverser Drive
Midlothian, Virginia 23113
(804) 858-8351

Terrence C. Gates
Vice President, Real Estate Construction

C&F BANK / RICHMOND
ADMINISTRATIVE OFFICE

C&F Center

1340 Alverser Drive

Midlothian, Virginia 23113

(804) 378-0332

Harold M. McLeod III

Senior Vice President, Regional President
J. Charles Link

Senior Vice President, Commercial Lending
Tracy E. Pendleton

Vice President, Commercial Lending
David L. Shaffer

Vice President, Commercial Lending

C&F BANK / PENINSULA
ADMINISTRATIVE OFFICE

One City Center

11815 Fountain Way, Suite 410
Newport News, Virginia 23606
(757) 952-1670

Vern E. Lockwood II
Senior Vice President, Regional President

David S. Jolley
Vice President, Commercial Lending

Lorie D. Sarrett
Vice President, Commercial Lending

Bonnie S. Smith
Vice President, Real Estate Lending

Joycelyn Spight
Vice President, Commercial Lending

C&F INVESTMENT SERVICES, INC.

802 Main Street
West Point, Virginia 23181
(804)843-4584 or (800) 583-3863

Eric F. Nost
President

MIDLOTHIAN, VIRGINIA

Douglas L. Hartz
Vice President

RICHMOND, VIRGINIA

Bruce D. French
Assistant Vice President

WILLIAMSBURG, VIRGINIA

Douglas L. Cash Jr.
Vice President
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C&F OFFICERS & LOCATIONS

C&F MORTGAGE CORPORATION
ADMINISTRATIVE OFFICE

C&F Center

1400 Alverser Drive

Midlothian, Virginia 23113

(804) 858-8300

Bryan E. McKernon
President & CEO

Mark A. Fox
Executive Vice President & COO

Donna G. Jarratt
Senior Vice President & Chief of
Branch Administration

Kevin A. McCann
Senior Vice President & CFO

Tracy L. Bishop
Vice President & Human Resources Manager

M. Kathy Burley
Vice President & Closing Manager

Susan L. Driver
Vice President ¢ Underwriting Manager

Madeline Witty
Compliance Manager

Michael J. Vogelbach
Manager of Information Systems

Katherine K. Watrous
Controller

CHARLOTTESVILLE, VIRGINIA
William E. Hamrick

Vice President ¢ Branch Manager
CHESTER, VIRGINIA
Christopher M. Harper

Branch Manager
FREDERICKSBURG, VIRGINIA
Brian F. Whetzel

Branch Manager

R.W. Edmondson IIT

Branch Manager

CHARLOTTE, NORTH CAROLINA
Patrick B. Edmondson

Sales Manager

HANOVER, VIRGINIA
ROANOKE, VIRGINIA

John H. Reeves III

Vice President & Manager
FISHERSVILLE, VIRGINIA
Vickie J. Painter

Branch Manager

GASTONIA, NORTH CAROLINA
Nancy W. Poteat

Branch Manager
HARRISONBURG, VIRGINIA
Gloria J. Wright

Branch Manager
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LYNCHBURG, VIRGINIA
Shirley D. Falwell
Branch Manager

Andrew N. Shields
Branch Manager

MIDLOTHIAN, VIRGINIA
Brandon W. Beswick
Branch Manager-Southside

Glenda D. Steele
Branch Manager—Roanoke West

Susan P. Burkett
Vice President ¢ Operations Manager

Donald R. Jordan
Vice President &
Branch Manager—Richmond South

Daniel J. Murphy
Vice President ¢ Branch Manager—Midlothian

Page C. Yonce
Vice President ¢
Branch Manager-Richmond Central

NEWPORT NEWS, VIRGINIA
WILLIAMSBURG, VIRGINIA
Linda H. Gaskins

Vice President & Branch Manager

Mary L. Rebholz
Production Manager

ANNAPOLIS, MARYLAND
Michael J. Mazzola

Senior Vice President &
Maryland Area Manager
William J. Regan

Vice President & Branch Manager
ELLICOTT CIiTY, MARYLAND
Scott B. Segrist

Branch Manager

Robert G. Menton
Branch Manager

YORK, PENNSYLVANIA
Timothy C. Leiphart
Branch Manager
NEWPORT, DELAWARE
Craig I. Snyder

Branch Manager
MOORESTOWN, NEW JERSEY
R. Scott Wallace

Branch Manager
WALDORF, MARYLAND

Timothy J. Murphy
Branch Manager

C&F TITLE AGENCY, INC.
Midlothian, Virginia

Eileen A. Cherry

Vice President & Title Insurance Underwriter

HOMETOWN SETTLEMENT
SERVICES LLC

Annapolis, Maryland

CERTIFIED APPRAISALS LLC
Midlothian, Virginia

H. Daniel Salomonsky

Vice President & Appraisal Manager

C&F FINANCE COMPANY
ADMINISTRATIVE OFFICE
4660 South Laburnum Avenue
Richmond, Virginia 23231

(804) 236-9601

S. Dustin Crone

Executive Vice President

C. Shawn Moore
Senior Vice President

Michael K. Wilson
Senior Vice President ¢ COO

Alfred D. Hinkle Jr.
Vice President, Human Resources

Thomas W. Young
Vice President, Operations

NORTHERN VIRGINIA/
MARYLAND REGION

Kevin F. Jones Jr.
Area Sales Manager

HAMPTON/VA BEACH, VIRGINIA
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PARTI
ITEM1. BUSINESS
General

C&F Financial Corporation (the Corporation) is a bank holding company that was incorporated in March
1994 under the laws of the Commonwealth of Virginia. The Corporation owns all of the stock of its sole operating
subsidiary, Citizens and Farmers Bank (C&F Bank or the Bank), which is an independent commercial bank
chartered under the laws of the Commonwealth of Virginia. The Bank originally opened for business under the
name Farmers and Mechanics Bank on January 22, 1927. The Bank has the following five wholly-owned
subsidiaries, all incorporated under the laws of the Commonwealth of Virginia:
o C&F Mortgage Corporation and its wholly-owned subsidiaries Hometown Settlement Services LLC and
Certified Appraisals LLC
e C&F Finance Company
e C&F Investment Services, Inc.
e C&F Insurance Services, Inc.
o C&F Title Agency, Inc.

The Corporation operates in a decentralized manner in three principal business activities: (1) retail banking
through C&F Bank, (2) mortgage banking through C&F Mortgage Corporation (C&F Mortgage) and (3) consumer
finance through C&F Finance Company (C&F Finance). The following general business discussion focuses on the
activities within each of these segments.

In addition, the Corporation conducts brokerage activities through C&F Investment Services, Inc.,
insurance activities through C&F Insurance Services, Inc. and title insurance services through C&F Title Agency,
Inc. The financial position and operating results of any one of these subsidiaries are not significant to the
Corporation as a whole and are not considered principal activities of the Corporation at this time.

The Corporation also owns two non-operating subsidiaries, C&F Financial Statutory Trust II (Trust II)
formed in December 2007 and C&F Financial Statutory Trust I (Trust I) formed in July 2005. These trusts were
formed for the purpose of issuing $10.0 million each of trust preferred capital securities in private placements to
institutional investors. These trusts are unconsolidated subsidiaries of the Corporation and their principal assets
are $10.3 million each of the Corporation’s junior subordinated debt securities (referred to herein as “trust
preferred capital notes”) that are reported as liabilities of the Corporation.

Retail Banking

We provide retail banking services at the Bank’s main office in West Point, Virginia, and 17 Virginia
branches located one each in Chester, Hampton, Mechanicsville, Midlothian, Newport News, Norge, Providence
Forge, Quinton, Saluda, Sandston, Varina, West Point and Yorktown, and two each in Williamsburg and
Richmond. These branches provide a wide range of banking services to individuals and businesses. These services
include various types of checking and savings deposit accounts, as well as business, real estate, development,
mortgage, home equity and installment loans. The Bank also offers ATMs, internet banking, credit card and trust
services, as well as travelers’ checks, safe deposit box rentals, collection, notary public, wire service and other
customary bank services to its customers. Revenues from retail banking operations consist primarily of interest
earned on loans and investment securities and fees related to deposit services. At December 31, 2009, assets of the
Retail Banking segment totaled $739.4 million. For the year ended December 31, 2009, the net loss for this segment
totaled $2.2 million.



Mortgage Banking

We conduct mortgage banking activities through C&F Mortgage, which was organized in September 1995.
C&F Mortgage provides mortgage loan origination services through 11 locations in Virginia, three in Maryland,
two in North Carolina and one each in Newport, Delaware; Moorestown, New Jersey; and York, Pennsylvania.
The Virginia offices are located one each in Charlottesville, Fishersville, Fredericksburg, Hanover, Harrisonburg,
Lynchburg, Midlothian, Newport News, Roanoke, Chester and Williamsburg. The Maryland offices are located in
Annapolis, Ellicott City and Waldorf. The North Carolina offices are located in Charlotte and Gastonia. C&F
Mortgage offers a wide variety of residential mortgage loans, which are originated for sale generally to the
following investors: Bank of America, N.A.; Wells Fargo Home Mortgage; Franklin American Mortgage Company;
the Virginia Housing Development Authority; and JPMorgan Chase Bank, N.A. C&F Mortgage does not securitize
loans. The Bank also purchases lot and permanent loans from C&F Mortgage. C&F Mortgage originates
conventional mortgage loans, mortgage loans insured by the Federal Housing Administration (the FHA), mortgage
loans partially guaranteed by the Veterans Administration (the VA) and home equity loans. A majority of the
conventional loans are conforming loans that qualify for purchase by the Federal National Mortgage Association
(Fannie Mae) or the Federal Home Loan Mortgage Corporation (Freddie Mac). The remainder of the conventional
loans are non-conforming loans that do not meet Fannie Mae or Freddie Mac guidelines, but are eligible for sale to
various other investors. Through its subsidiaries, C&F Mortgage also provides ancillary mortgage loan origination
services for loan settlement and residential appraisals. Revenues from mortgage banking operations consist
principally of gains on sales of loans to investors in the secondary mortgage market, loan origination fee income
and interest earned on mortgage loans held for sale. At December 31, 2009, assets of the Mortgage Banking
segment totaled $40.5 million. For the year ended December 31, 2009, net income for this segment totaled $3.4
million.

Consumer Finance

We conduct consumer finance activities through C&F Finance, which the Bank acquired on September 1,
2002. C&F Finance is a regional finance company providing automobile loans throughout Virginia and in portions
of Indiana, Kentucky, Maryland, North Carolina, Ohio, Tennessee, Georgia and West Virginia through its offices in
Richmond and Hampton, Virginia, in Nashville, Tennessee and in Towson, Maryland. C&F Finance is an indirect
lender that provides automobile financing through lending programs that are designed to serve customers in the
“non-prime” market who have limited access to traditional automobile financing. C&F Finance generally
purchases automobile retail installment sales contracts from manufacturer-franchised dealerships with used-car
operations and through selected independent dealerships. C&F Finance selects these dealers based on the types of
vehicles sold. Specifically, C&F Finance prefers to finance later model, low mileage used vehicles because the
initial depreciation on new vehicles is extremely high. C&F Finance’s typical borrowers have experienced prior
credit difficulties. Because C&F Finance serves customers who are unable to meet the credit standards imposed by
most traditional automobile financing sources, C&F Finance typically charges interest at higher rates than those
charged by traditional financing sources. As C&F Finance provides financing in a relatively high-risk market, it
expects to experience a higher level of credit losses than traditional automobile financing sources. Revenues from
consumer finance operations consist principally of interest earned on automobile loans. At December 31, 2009,
assets of the Consumer Finance segment totaled $193.8 million. For the year ended December 31, 2009, net income
for this segment totaled $4.8 million.

Employees

At December 31, 2009, we employed 509 full-time equivalent employees. We consider relations with our
employees to be excellent.



Competition
Retail Banking

In the Bank’s market area, we compete with large national and regional financial institutions, savings
associations and other independent community banks, as well as credit unions, mutual funds, brokerage firms and
insurance companies. Increased competition has come from out-of-state banks through their acquisition of
Virginia-based banks and expansion of community and regional banks into our service areas.

The banking business in Virginia, and in the Bank’s primary service area in the Hampton to Richmond
corridor, is highly competitive for both loans and deposits, and is dominated by a relatively small number of large
banks with many offices operating over a wide geographic area. Among the advantages such large banks have are
their ability to finance wide-ranging advertising campaigns and, by virtue of their greater total capitalization, to
have substantially higher lending limits than the Bank.

Factors such as interest rates offered, the number and location of branches and the types of products
offered, as well as the reputation of the institution affect competition for deposits and loans. We compete by
emphasizing customer service and technology, establishing long-term customer relationships, building customer
loyalty, and providing products and services to address the specific needs of our customers. We target individual
and small-to-medium size business customers.

No material part of the Bank’s business is dependent upon a single or a few customers, and the loss of any
single customer would not have a materially adverse effect upon the Bank’s business.

Mortgage Banking

C&F Mortgage competes with large national and regional banks, credit unions, smaller regional mortgage
lenders and small local broker operations. As loan volumes have decreased over the past five years, the industry
has seen a consolidation in the number of competitors in the marketplace. However, the competition with regard
to price has increased tremendously as the remaining participants struggle to achieve volume and profitability
benchmarks. The downturn in the housing markets related to declines in real estate values, increased payment
defaults and foreclosures have had a dramatic effect on the secondary market. The guidelines surrounding agency
business (i.e., loans sold to Fannie Mae and Freddie Mac) have become much more restrictive and the associated
mortgage insurance for loans above 80 percent loan-to-value has continued to tighten. The jumbo markets have
slowed considerably and pricing has increased dramatically. These changes in the conventional market have
caused a dramatic increase in government lending and state bond programs. To operate profitably in this
environment, lenders must have a high level of operational and risk management skills and be able to attract and
retain top mortgage origination talent. C&F Mortgage competes by attracting the top sales people in the industry,
providing an operational infrastructure that manages the guideline changes efficiently and effectively, offering a
product menu that is both competitive in loan parameters as well as price, and providing consistently high quality
customer service levels.

No material part of C&F Mortgage’s business is dependent upon a single customer and the loss of any
single customer would not have a materially adverse effect upon C&F Mortgage’s business. C&F Mortgage, like all
residential mortgage lenders, would be impacted by the inability of Fannie Mae, Freddie Mac, the FHA or the VA
to purchase loans. Although C&F Mortgage sells loans to various intermediaries, the ability of these aggregators to
purchase loans would be limited if these government-sponsored entities were to cease to exist or materially limit
their purchases of mortgage loans.



Consumer Finance

The non-prime automobile finance business is highly competitive. The automobile finance market is
highly fragmented and is served by a variety of financial entities, including the captive finance affiliates of major
automotive manufacturers, banks, savings associations, credit unions and independent finance companies. Many
of these competitors have substantially greater financial resources and lower costs of funds than our finance
subsidiary. In addition, competitors often provide financing on terms that are more favorable to automobile
purchasers or dealers than the terms C&F Finance offers. Many of these competitors also have long-standing
relationships with automobile dealerships and may offer dealerships or their customers other forms of financing,
including dealer floor plan financing and leasing, which we do not.

Over the past two years, there has been significant contraction in the number of institutions providing
automobile financing for the non-prime market. This contraction accompanied the economic downturn and the
tightening of credit, which contributed to increasing defaults, a decline in collateral values and higher charge-offs.
To operate profitably in this environment, lenders must have a high level of operational and risk management
skills.

Providers of automobile financing traditionally have competed on the basis of interest rates charged, the
quality of credit accepted, the flexibility of loan terms offered and the quality of service provided to dealers and
customers. To establish C&F Finance as one of the principal financing sources at the dealers it serves, we compete
predominately through a high level of dealer service, strong dealer relationships and by offering flexible loan
terms.

No material part of C&F Finance’s business is dependent upon any single dealer relationship, and the loss
of any single dealer relationship would not have a materially adverse effect upon C&F Finance’s business.

Regulation and Supervision
General

Bank holding companies and banks are extensively regulated under both federal and state law. The
following summary briefly describes the more significant provisions of currently applicable federal and state laws
and certain regulations and the potential impact of such provisions on the Corporation and the Bank. This
summary is not complete, and we refer you to the particular statutory or regulatory provisions or proposals for
more information. Because federal regulation of financial institutions changes regularly and is the subject of
constant legislative debate, we cannot forecast how federal regulation of financial institutions may change in the
future and affect the Corporation’s and the Bank’s operations.

Regulation of the Corporation

The Corporation must file annual, quarterly and other periodic reports with the Securities and Exchange
Commission (the SEC). The Corporation is directly affected by the corporate responsibility and accounting reform
legislation signed into law on July 30, 2002, known as the Sarbanes-Oxley Act of 2002 (the SOX Act), and the related
rules and regulations. The SOX Act includes provisions that, among other things: (1) require that periodic reports
containing financial statements that are filed with the SEC be accompanied by chief executive officer and chief
financial officer certifications as to their accuracy and compliance with the law; (2) prohibit public companies, with
certain limited exceptions, from making personal loans to their directors or executive officers; (3) require chief
executive officers and chief financial officers to forfeit bonuses and profits if company financial statements are
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restated due to misconduct; (4) require audit committees to pre-approve all audit and non-audit services provided
by an issuer’s outside auditors, except for de minimis non-audit services; (5) protect employees of public
companies who assist in investigations relating to violations of the federal securities laws from job discrimination;
(6) require companies to disclose in plain English on a “rapid and current basis” material changes in their financial
condition or operations, as well as certain other specified information; (7) require a public company’s Section 16
insiders to make Form 4 filings with the SEC within two business days following the day on which purchases or
sales of the company’s equity securities were made; and (8) increased penalties for existing crimes and created new
criminal offenses. While the Corporation has incurred additional expenses and we expect to continue to incur
additional expenses in complying with the requirements of the SOX Act and related regulations adopted by the
SEC and the Public Company Accounting Oversight Board, we anticipate that those expenses will not have a

material effect on the Corporation’s results of operations or financial condition.

The Corporation is also subject to regulation by the Board of Governors of the Federal Reserve System (the
Federal Reserve Board). The Federal Reserve Board has jurisdiction to approve any bank or non-bank acquisition,
merger or consolidation proposed by a bank holding company. The Bank Holding Company Act of 1956 (the
BHCA) generally limits the activities of a bank holding company and its subsidiaries to that of banking, managing

or controlling banks, or any other activity that is closely related to banking or to managing or controlling banks.

Since September 1995, the BHCA has permitted bank holding companies from any state to acquire banks
and bank holding companies located in any other state, subject to certain conditions, including nationwide and
state imposed concentration limits. Banks also are able to branch across state lines, provided certain conditions are
met, including that applicable state laws expressly permit such interstate branching. Virginia permits branching

across state lines, provided there is reciprocity with the state in which the out-of-state bank is based.

Federal law and regulatory policy impose a number of obligations and restrictions on bank holding
companies and their depository institution subsidiaries to reduce potential loss exposure to the depositors and to
the Federal Deposit Insurance Corporation (the FDIC) insurance funds. For example, a bank holding company
must commit resources to support its subsidiary depository institutions. In addition, insured depository
institutions under common control must reimburse the FDIC for any loss suffered or reasonably anticipated by the
Deposit Insurance Fund (DIF) as a result of the default of a commonly controlled insured depository institution.
The FDIC may decline to enforce the provisions if it determines that a waiver is in the best interest of the DIF. An
FDIC claim for damage is superior to claims of stockholders of an insured depository institution or its holding
company but is subordinate to claims of depositors, secured creditors and holders of subordinated debt, other than
affiliates, of the commonly controlled insured depository institution.

The Federal Deposit Insurance Act (the FDIA) provides that amounts received from the liquidation or other
resolution of any insured depository institution must be distributed, after payment of secured claims, to pay the
deposit liabilities of the institution before payment of any other general creditor or stockholder. This provision
would give depositors a preference over general and subordinated creditors and stockholders if a receiver is
appointed to distribute the assets of the Bank.

The Corporation also is subject to regulation and supervision by the State Corporation Commission of
Virginia.



Capital Requirements

The Federal Reserve Board and the FDIC have issued substantially similar risk-based and leverage capital
guidelines applicable to banking organizations they supervise. Under the risk-based capital requirements of these
federal bank regulatory agencies, the Corporation and the Bank are required to maintain a minimum ratio of total
capital to risk-weighted assets of at least 8.0 percent and a minimum ratio of Tier 1 capital to risk-weighted assets
of at least 4.0 percent. At least half of the total capital must be Tier 1 capital, which includes common equity,
retained earnings and qualifying perpetual preferred stock, less certain intangibles and other adjustments. The
remainder may consist of Tier 2 capital, such as a limited amount of subordinated and other qualifying debt
(including certain hybrid capital instruments), other qualifying preferred stock and a limited amount of the general
loan loss allowance. For the Corporation only, Tier 1 and total capital include trust preferred securities. At
December 31, 2009, the total capital to risk-weighted assets ratio of the Corporation was 15.9 percent and the ratio
of the Bank was 15.4 percent. At December 31, 2009, the Tier 1 capital to risk-weighted assets ratio was 14.6 percent
for the Corporation and 14.1 percent for the Bank.

In addition, each of the federal regulatory agencies has established leverage capital ratio guidelines for
banking organizations. These guidelines provide for a minimum Tier | leverage ratio of 4.0 percent for banks and
bank holding companies. At December 31, 2009, the Tier | leverage ratio was 11.5 percent for the Corporation and
11.1 percent for the Bank. The guidelines also provide that banking organizations experiencing internal growth or
making acquisitions must maintain capital positions substantially above the minimum supervisory levels, without

significant reliance on intangible assets.

On January 9, 2009, as part of the Capital Purchase Program (Capital Purchase Program) established by the
U.S. Department of the Treasury (Treasury) under the Emergency Economic Stabilization Act of 2008 (the EESA), as
discussed below, the Corporation issued and sold to Treasury for an aggregate purchase price of $20.0 million in
cash (1) 20,000 shares of the Corporation’s fixed rate cumulative perpetual preferred stock, Series A, par value $1.00
per share, having a liquidation preference of $1,000 per share (Series A Preferred Stock) and (2) a ten-year warrant
to purchase up to 167,504 shares of the Corporation’s common stock, par value $1.00 per share (Common Stock), at
an initial exercise price of $17.91 per share (Warrant). The Series A Preferred Stock has been treated as Tier 1
capital for regulatory capital adequacy determination purposes as of December 31, 2009.

Limits on Dividends

The Corporation is a legal entity, separate and distinct from the Bank. A significant portion of the revenues
of the Corporation result from dividends paid to it by the Bank. Both the Corporation and the Bank are subject to
laws and regulations that limit the payment of dividends, including requirements to maintain capital at or above
regulatory minimums. Banking regulators have indicated that Virginia banking organizations should generally
pay dividends only (1) from net undivided profits of the bank, after providing for all expenses, losses, interest and
taxes accrued or due by the bank and (2) if the prospective rate of earnings retention appears consistent with the
organization’s capital needs, asset quality and overall financial condition. In addition, the FDIA prohibits insured
depository institutions such as the Bank from making capital distributions, including the payment of dividends, if,
after making such distribution, the institution would become undercapitalized as defined in the statute.



We do not expect that any of these laws, regulations or policies will materially affect the ability of the
Corporation or the Bank to pay dividends. During the year ended December 31, 2009, the Bank declared $4.2
million in dividends payable to the Corporation, which were used to fund a portion of the Corporation’s debt

service and dividends payable to common and preferred shareholders.

Payment of dividends is at the discretion of the Corporation’s board of directors and is subject to various
federal and state regulatory limitations. The purchase agreement pursuant to which the Series A Preferred Stock
and the Warrant were sold includes a limitation that prohibits, prior to the earlier of January 9, 2012 or the date on
which Treasury no longer holds any of the Series A Preferred Stock, the payment of cash dividends in excess of the
Corporation’s quarterly cash dividend at the time of issuance of the Series A Preferred Stock of $0.31 per share
without the Treasury’s consent.

Economic Emergency Stabilization Act of 2008 (EESA) and the American Recovery & Reinvestment Act of 2009
(ARRA)

In October 2008, the EESA was signed into law, which provided immediate authority and facilities that the
Treasury could use to restore liquidity and stability to the financial system. Specifically, Section 101 of EESA
established the Troubled Asset Relief Program (TARP) to purchase, and to make and fund commitments to
purchase, troubled assets from any financial institution, on such terms and conditions as are determined by the
Secretary of the Treasury, and in accordance with EESA and the policies and procedures developed and published
by the Secretary of the Treasury. Section 111 of EESA provides that entities that receive financial assistance from
Treasury under TARP will be subject to specified executive compensation and corporate governance standards to
be established by the Secretary of the Treasury. The statutory language in EESA includes three limitations on
executive compensation for TARP recipients involved in a direct purchase. On February 17, 2009, the President
signed the ARRA into law. ARRA contains a number of restrictions on executive and highly-paid employee
compensation for those institutions that have received, or will receive, government assistance under TARP that are

considerably more restrictive and far-reaching than the limited restrictions included in EESA.

On June 10, 2009, the Treasury released regulations in an Interim Final Rule (IFR) that sets standards for
complying with the executive compensation and corporate governance provisions for TARP recipients contained in
EESA, as amended by ARRA. The standards for compensation and corporate governance established in the IFR
are: (1) prohibits the payment or accrual of bonus, retention award and incentive compensation (with the
exception of limited amounts of restricted stock) for specified individuals, depending upon the level of government
assistance received by the institution; (2) prohibits making any golden parachute payments to a senior executive
officer (SEO) or any of the next five most highly compensated employees (MHCE); (3) prohibits tax gross-ups to
SEOs and any of the next 20 MHCEs; (4) provides for the recovery of any bonus, incentive compensation, or
retention award paid to a SEO or the next 20 MHCEs based on materially inaccurate statements of earnings,
revenues, gains, or other criteria (clawback); (5) requires the establishment of a compensation committee of
independent directors to meet semi-annually to review employee compensation plans and the risks posed by these
plans to the institution; (6) limits compensation to exclude incentives for SEOs to take unnecessary and excessive
risk that threaten the value of the institution and eliminate features of employee compensation plans that pose
unnecessary risks to the institution; (7) prohibits employee compensation plans that would encourage
manipulation of earnings to enhance an employee’s compensation; (8) requires the adoption of an excessive or
luxury expenditures policy; (9) requires compliance with federal securities laws and regulations regarding non-
binding resolution on SEO compensation to shareholders; (10) requires disclosure of perquisites offered to SEOs



and certain highly compensated employees; and (11) requires disclosures related to compensation consultant

engagements.
Regulation of the Bank and Other Subsidiaries

The Bank is subject to supervision, regulation and examination by the Virginia State Corporation
Commission Bureau of Financial Institutions (VBFI) and the FDIC. The various laws and regulations administered
by the regulatory agencies affect corporate practices, such as the payment of dividends, the incurrence of debt and
the acquisition of financial institutions and other companies, and affect business practices, such as the payment of
interest on deposits, the charging of interest on loans, the types of business conducted and the location of offices.

FDIA and Associated Regulations. Section 36 of the FDIA and associated regulations require management of
every insured depository institution with total assets between $500 million and $1 billion at the beginning of a
fiscal year to obtain an annual audit of its financial statements by an independent public accountant, report to the
banking agencies on the institution’s compliance with designated laws and regulations and establish an audit
committee comprised of outside directors, at least a majority of whom must be independent of management. The
Bank is subject to the annual audit, reporting and audit committee requirements of Section 36 of the FDIA.

Community Reinvestment Act. The Community Reinvestment Act (CRA) imposes on financial institutions
an affirmative and ongoing obligation to meet the credit needs of their local communities, including low and
moderate-income neighborhoods, consistent with the safe and sound operation of those institutions. A financial
institution’s efforts in meeting community credit needs are assessed based on specified factors. These factors also
are considered in evaluating mergers, acquisitions and applications to open a branch or facility. Following the
Bank’s most recent completed compliance examination in July 2006, it received a CRA performance evaluation of

“satisfactory.”

Insurance of Accounts, Assessments and Regulation by the FDIC. The Bank’s deposits are insured up to
applicable limits by the DIF of the FDIC. The FDIC amended its risk-based assessment system in 2007 to
implement authority granted by the Federal Deposit Insurance Reform Act of 2005 (FDIRA). Under the revised
system, insured institutions are assigned to one of four risk categories based on supervisory evaluations, regulatory
capital levels and certain other factors. An institution’s assessment rate depends upon the category to which it is
assigned. Unlike the other categories, Risk Category I, which contains the least risky depository institutions,
contains further risk differentiation based on the FDIC’s analysis of financial ratios, examination component ratings
and other information. Assessment rates are determined by the FDIC and, for calendar 2008, assessments ranged
from five to 43 basis points of each institution’s deposit assessment base. Due to losses incurred by the DIF in 2008
from failed institutions, and anticipated future losses, the FDIC adopted an across the board seven basis point
increase in the assessment range for the first quarter of 2009. The FDIC made further refinements to its risk-based
assessment that were effective April 1, 2009, and effectively made the range seven to 771/2 basis points. The FDIC
may adjust rates uniformly from one quarter to the next, except that no single adjustment can exceed three basis

points.

FDIRA also provided for a one-time credit for eligible institutions based on their assessment base as of
December 31, 1996. Subject to certain limitations with respect to institutions that are exhibiting weaknesses, credits
can be used to offset assessments until exhausted. The Bank’s one-time credit was $297,000, all of which was
applied to offset assessments in 2008 and 2007. FDIRA also provided for the possibility that the FDIC may pay



dividends to insured institutions if the DIF reserve ratio equals or exceeds 1.35 percent of estimated insured
deposits.

The EESA temporarily raised the basic limit on federal deposit insurance coverage from $100,000 to
$250,000 per depositor. The legislation originally provided that the basic deposit insurance limit would return to
$100,000 after December 31, 2009. However, Congress extended the temporary increase in the standard insurance
coverage limit to $250,000 until December 31, 2013. The legislation did not change coverage for retirement
accounts, which continues to be $250,000.

In November 2008, the FDIC adopted a final rule implementing the Temporary Liquidity Guarantee
Program (TLGP) because of disruptions in the credit market, particularly the interbank lending market, which
reduced banks’ liquidity and impaired their ability to lend. The goal of the TLGP is to decrease the cost of bank
funding so that bank lending to consumers and businesses will normalize. The TLGP is industry funded and does
not rely on the DIF to achieve its goals. The TLGP consists of two components: a temporary guarantee of certain
newly-issued senior unsecured debt (the Debt Guarantee Program) and a temporary unlimited guarantee of funds
in noninterest-bearing transaction accounts at FDIC-insured institutions (the Transaction Account Guarantee
Program). The Corporation is participating in both of these programs and will be required to pay assessments
associated with the TLGP as follows:

e Under the Debt Guarantee Program, all newly-issued senior unsecured debt (as defined in the regulation)
will be charged an annualized assessment of up to 100 basis points (depending on debt term) on the
amount of debt issued, and calculated through the earlier of the maturity date of that debt or December 31,
2012 (extended by subsequent amendment from June 30, 2012). The Corporation has thus far issued no
such senior unsecured debt and has incurred no assessments under the Debt Guarantee Program.

¢ Under the Transaction Account Guarantee Program, amounts exceeding the existing deposit insurance
limit of $250,000 in any noninterest-bearing transaction accounts (as defined in the regulation) will be
assessed an annualized 10 basis points collected quarterly for coverage through December 31, 2009. This
program has been extended until June 30, 2010 and participating institutions will be assessed an
annualized 15 basis points for coverage in 2010. The Corporation has customer accounts that qualify for
this coverage and has opted to continue its participation until June 30, 2010. The Corporation has been
incurring assessment charges since November 13, 2008.

On May 22, 2009, the FDIC adopted a final rule imposing a five basis point special assessment on each
insured depository institution’s assets minus Tier 1 capital as of June 30, 2009. The assessment was part of the
FDIC’s efforts to rebuild the DIF and help maintain public confidence in the banking system. The Corporation was
assessed $391,000, all of which was expensed in 2009.

On November 12, 2009, the FDIC adopted a final rule requiring insured depository institutions to prepay
their estimated quarterly risk-based assessments for the fourth quarter of 2009, and for all of 2010, 2011 and 2012,
on December 31, 2009, along with each institution’s risk-based deposit insurance assessment for the third quarter of
2009. The prepayment was based on an institution’s assessment rate and assessment base for the third quarter of
2009, assuming a five percent annual growth in deposits each year. While the FDIC plan would maintain current
assessment rates through 2010, effective January 1, 2011, the rates would increase by three basis points across the
board. On December 30, 2009, the Corporation prepaid $3.2 million of FDIC assessments.



Federal Home Loan Bank of Atlanta. The Bank is a member of the Federal Home Loan Bank (FHLB) of
Atlanta, which is one of 12 regional FHLBs that provide funding to their members for making housing loans as
well as for affordable housing and community development loans. Each FHLB serves as a reserve, or central bank,
for the members within its assigned region. Each is funded primarily from proceeds derived from the sale of
consolidated obligations of the FHLB System. Each FHLB makes loans to members in accordance with policies and
procedures established by the Board of Directors of the FHLB. As a member, the Bank must purchase and maintain
stock in the FHLB. In 2004, the FHLB converted to its new capital structure, which established the minimum
capital stock requirement for member banks as an amount equal to the sum of a membership requirement and an
activity-based requirement. In 2009, the FHLB imposed a temporary suspension of repurchases of excess capital.
At December 31, 2009, the Bank owned $3.9 million of FHLB stock.

USA Patriot Act. The USA Patriot Act, which became effective on October 26, 2001, amends the Bank
Secrecy Act and is intended to facilitate information sharing among governmental entities and financial institutions
for the purpose of combating terrorism and money laundering. Among other provisions, the USA Patriot Act
permits financial institutions, upon providing notice to the Treasury, to share information with one another in
order to better identify and report to the federal government activities that may involve money laundering or
terrorists” activities. The USA Patriot Act is considered a significant banking law in terms of information disclosure
regarding certain customer transactions. Certain provisions of the USA Patriot Act impose the obligation to
establish anti-money laundering programs, including the development of a customer identification program, and
the screening of all customers against any government lists of known or suspected terrorists. Although it does
create a reporting obligation and there is a cost of compliance, the USA Patriot Act does not materially affect the
Bank’s products, services or other business activities.

Reporting Terrorist Activities. The Federal Bureau of Investigation (FBI) has sent, and will send, banking
regulatory agencies lists of the names of persons suspected of involvement in terrorist activities. The Bank has
been requested, and will be requested, to search its records for any relationships or transactions with persons on
those lists. If the Bank finds any relationships or transactions, it must file a suspicious activity report with the

Treasury and contact the FBL

The Office of Foreign Assets Control (OFAC), which is a division of the Treasury, is responsible for helping
to insure that United States entities do not engage in transactions with “enemies” of the United States, as defined
by various Executive Orders and Acts of Congress. OFAC sends banking regulatory agencies lists of names of
persons and organizations suspected of aiding, harboring or engaging in terrorist acts. If the Bank finds a name on
any transaction, account or wire transfer that is on an OFAC list, it must freeze such account, file a suspicious
activity report with the Treasury and notify the FBI. The Bank has appointed an OFAC compliance officer to
oversee the inspection of its accounts and the filing of any notifications. The Bank actively checks high-risk areas
such as new accounts, wire transfers and customer files. The Bank performs these checks utilizing software that is
updated each time a modification is made to the lists of Specially Designated Nationals and Blocked Persons
provided by OFAC and other agencies.

Mortgage Banking Regulation. In addition to certain of the Bank’s regulations, the Corporation’s Mortgage
Banking segment is subject to the rules and regulations of, and examination by the Department of Housing and
Urban Development (HUD), the FHA, the VA and state regulatory authorities with respect to originating,
processing and selling mortgage loans. Those rules and regulations, among other things, establish standards for
loan origination, prohibit discrimination, provide for inspections and appraisals of property, require credit reports

on prospective borrowers and, in some cases, restrict certain loan features and fix maximum interest rates and fees.
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In addition to other federal laws, mortgage origination activities are subject to the Equal Credit Opportunity Act,
Truth-in-Lending Act, Home Mortgage Disclosure Act, Real Estate Settlement Procedures Act, and Home
Ownership Equity Protection Act, and the regulations promulgated under these acts. These laws prohibit
discrimination, require the disclosure of certain basic information to mortgagors concerning credit and settlement
costs, limit payment for settlement services to the reasonable value of the services rendered and require the
maintenance and disclosure of information regarding the disposition of mortgage applications based on race,

gender, geographical distribution and income level.

Consumer Financing Regulation. The Corporation’s Consumer Finance segment also is regulated by the
VBFIL. The VBFI regulates and enforces laws relating to consumer lenders and sales finance agencies such as C&F
Finance. Such rules and regulations generally provide for licensing of sales finance agencies; limitations on
amounts, duration and charges, including interest rates, for various categories of loans; requirements as to the form
and content of finance contracts and other documentation; and restrictions on collection practices and creditors’

rights.

Consumer Protection. The Fair and Accurate Credit Transactions Act of 2003, which amended the Fair
Credit Reporting Act, requires financial institutions to implement policies and procedures that track identity theft
incidents; provide identity-theft victims with evidence of fraudulent transactions upon request; block from
reporting to consumer reporting agencies credit information resulting from identity theft; notify customers of
adverse information concerning the customer in consumer reporting agency reports; and notify customers when
reporting negative information concerning the customer to a consumer reporting agency.

Other Safety and Soundness Regulations

Prompt Correction Action. The federal banking agencies have broad powers under current federal law to
take prompt corrective action to resolve problems of insured depository institutions. The extent of these powers
depends upon whether the institution in question is “well capitalized,” “adequately capitalized,”
“undercapitalized,” “significantly undercapitalized” or “critically undercapitalized.” These terms are defined
under uniform regulations issued by each of the federal banking agencies regulating these institutions. An insured
depository institution which is less than adequately capitalized must adopt an acceptable capital restoration plan,
is subject to increased regulatory oversight and is increasingly restricted in the scope of its permissible activities.
As of December 31, 2009, the Bank was considered “well capitalized.”

Gramm-Leach-Bliley Act of 1999 (GLBA). The GLBA implemented major changes to the statutory framework
for providing banking and other financial services in the United States. The GLBA, among other things, eliminated
many of the restrictions on affiliations among banks and securities firms, insurance firms and other financial
service providers. A bank holding company that qualifies and elects to be a financial holding company is
permitted to engage in activities that are financial in nature or incident or complimentary to financial activities.
The activities that the GLBA expressly lists as financial in nature include insurance underwriting, sales and
brokerage activities, financial and investment advisory services, underwriting services and limited merchant

banking activities.

To become eligible for these expanded activities, a bank holding company must qualify as a financial
holding company. To qualify as a financial holding company, each insured depository institution controlled by the
bank holding company must be well-capitalized, well-managed and have at least a satisfactory rating under the
CRA. In addition, the bank holding company must file with the Federal Reserve Board a declaration of its
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intention to become a financial holding company. While the Corporation satisfies these requirements, the
Corporation has not elected to be treated as a financial holding company under the GLBA.

The GLBA has not had a material adverse impact on the Corporation’s or the Bank’s operations. To the
extent that it allows banks, securities firms and insurance firms to affiliate, the financial services industry may
experience further consolidation. The GLBA may have the result of increasing competition that we face from larger
institutions and other companies that offer financial products and services and that may have substantially greater

financial resources than the Corporation or the Bank.

The GLBA and certain regulations issued by federal banking agencies also provide protections against the
transfer and use by financial institutions of consumer nonpublic personal information. A financial institution must
provide to its customers, at the beginning of the customer relationship and annually thereafter, the institution’s
policies and procedures regarding the handling of customers’ nonpublic personal financial information. These
privacy provisions generally prohibit a financial institution from providing a customer’s personal financial
information to unaffiliated third parties unless the institution discloses to the customer that the information may be
so provided and the customer is given the opportunity to opt out of such disclosure.

Future Regulation

Regulatory Restructuring Legislation. In June 2009, the U.S. President’s administration proposed a wide
range of regulatory reforms that, if enacted, may have significant effects on the financial services industry in the
United States. Significant aspects of the administration’s proposals included, among other things, proposals: (i) to
reassess and increase capital requirements for banks and bank holding companies and examine the types of
instruments that qualify as regulatory capital; (ii) to create a federal consumer financial protection agency to be the
primary federal consumer protection supervisor with broad examination, supervision and enforcement authority
with respect to consumer financial products and services; (iii) to further limit the ability of banks to engage in
transactions with affiliates; and (iv) to subject all “over-the-counter” derivatives markets to comprehensive

regulation.

The U.S. Congress, state lawmaking bodies and federal and state regulatory agencies continue to consider a
number of wide-ranging and comprehensive proposals for altering the structure, regulation and competitive
relationships of the nation’s financial institutions, including rules and regulations related to the administration’s
proposals. Separate comprehensive financial reform bills intended to address the proposals set forth by the
administration were introduced in both houses of Congress in the second half of 2009 and remain under review by
both the U.S. House of Representatives and the U.S. Senate. In addition, both the Treasury and the Basel
Committee have issued policy statements regarding proposed significant changes to the regulatory capital
framework applicable to banking organizations as discussed above. The Corporation cannot predict whether or in
what form future legislation or regulations may be adopted or the extent to which the Corporation may be affected
thereby.

Incentive Compensation. On October 22, 2009, the Federal Reserve issued a comprehensive proposal on
incentive compensation policies intended to ensure that the incentive compensation policies of banking
organizations do not undermine the safety and soundness of such organizations by encouraging excessive risk-
taking. Banking organizations are instructed to review their incentive compensation policies to ensure that they do
not encourage excessive risk-taking and implement corrective programs as needed. The Federal Reserve Board will
review, as part of the regular, risk-focused examination process, the incentive compensation arrangements of
banking organizations, such as the Bank, that are not “large, complex banking organizations.” These reviews will
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be tailored to each organization based on the scope and complexity of the organization’s activities and the
prevalence of incentive compensation arrangements. The findings of the supervisory initiatives will be included in
reports of examination. Deficiencies will be incorporated into the organization’s supervisory ratings, which can

affect the organization’s ability to make acquisitions and take other actions.

In addition, on January 12, 2010, the FDIC announced that it would seek public comment on whether banks
with compensation plans that encourage risky behavior should be charged at higher deposit assessment rates than
such banks would otherwise be charged.

The scope and content of the U.S. banking regulators’ policies on executive compensation are continuing to
develop and are likely to continue evolving in the near future. It cannot be determined at this time whether
compliance with such policies will adversely affect the Bank’s ability to hire, retain and motivate its key employees.

Available Information

The Corporation’s SEC filings are filed electronically and are available to the public over the Internet at the
SEC’s web site at http://www.sec.gov. In addition, any document filed by the Corporation with the SEC can be
read and copied at the SEC’s public reference facilities at 100 F Street, N.E., Room 1580, Washington, D.C. 20549.
Copies of documents can be obtained at prescribed rates by writing to the Public Reference Section of the SEC at
100 F Street, N.E., Washington, D.C. 20549. The public may obtain information on the operation of the Public
Reference Room by calling the SEC at 1-800-SEC-0330. The Corporation’s SEC filings also are available through
our web site at http:/ /www.cffc.com under “About C&F/C&F Financial Corporation/SEC Filings” as of the day
they are filed with the SEC. Copies of documents also can be obtained free of charge by writing to the
Corporation’s secretary at P.O. Box 391, West Point, VA 23181 or by calling 804-843-2360.

ITEM 1A. RISK FACTORS

A continuation or further deterioration of the current economic environment could adversely impact our financial
condition and results of operations.

A continuation of the recent turbulence in significant portions of the global financial markets, particularly
if it worsens, could impact the Corporation’s performance, both directly by affecting our revenues and the value of
our assets and liabilities, and indirectly by affecting our counterparties and the economy generally. Dramatic
declines in the housing market that began in 2008 have resulted in significant write-downs of asset values by
financial institutions. The Corporation has recognized significantly higher loan loss provisions during 2008 and
2009 as the level of nonperforming real estate loans increased throughout the period. Concerns about the stability
of the financial markets generally have reduced the availability of funding to certain financial institutions, leading
to a tightening of credit, reduction of business activity and increased market volatility. While we have seen some
stabilization during the latter half of 2009, it is not yet clear that the U.S. economy has recovered. The extreme
levels of volatility and limited credit availability currently being experienced could continue to affect the U.S.
banking industry and the broader U.S. and global economies, which would have an effect on all financial
institutions, including the Corporation.

Deterioration in the soundness of our counterparties could adversely affect us.

Our ability to engage in routine funding transactions could be adversely affected by the actions and
commercial soundness of other financial institutions. Financial services institutions are interrelated as a result of
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trading, clearing, counterparty or other relationships, and we routinely execute transactions with counterparties in
the financial industry, including brokers and dealers, commercial banks, and other institutional clients. As a result,
defaults by, or even rumors or questions about, one or more financial services institutions, or the financial services
industry generally, could create another market-wide liquidity crisis similar to that experienced in late 2008 and
early 2009 and could lead to losses or defaults by us or by other institutions. Our mortgage company would be
negatively affected by the inability of Fannie Mae or Freddie Mac to purchase loans or a material reduction in the
volume of such purchases. Although we sell loans to various intermediaries, the ability of these aggregators to
purchase loans would be limited if these government-sponsored entities were to cease to exist or materially limit
their purchases of mortgage loans. There is no assurance that the failure of our counterparties would not
materially adversely affect the Corporation’s results of operations.

Compliance with laws, regulations and supervisory guidance, both new and existing, may adversely impact our
business, financial condition and results of operations.

We are subject to numerous laws, regulations and supervision from both federal and state agencies.
During the past few years, there has been an increase in legislation related to and regulation of the financial
services industry. We expect this increased level of oversight to continue. Failure to comply with these laws and
regulations could result in financial, structural and operational penalties, including receivership. In addition,
establishing systems and processes to achieve compliance with these laws and regulations may increase our costs

and/or limit our ability to pursue certain business opportunities.

Proposals under consideration by the U.S. Congress include extensive changes to the laws regulating the
financial services industry. Among these proposals is the creation of a new independent Consumer Financial
Protection Agency (CFPA) that would regulate consumer financial services and products, including any loan,
deposit account or other financial product. The CFPA, as proposed, may have an adverse impact on our results of

operations.

During 2009, the FDIC imposed a special deposit insurance assessment on all institutions which it
regulates, including the Bank. This special assessment was imposed due to the significant number of bank failures
in the U.S. and the need to replenish the DIF. In addition, the FDIC required regulated institutions to prepay their
fourth quarter 2009, and full year 2010, 2011 and 2012 assessments in December 2009. Additional measures taken
by the FDIC to maintain or replenish the DIF may have an adverse affect on our results of operations.

Laws and regulations, and any interpretations and applications with respect thereto, generally are
intended to benefit consumers, borrowers and depositors, not stockholders. The legislative and regulatory
environment is beyond our control, may change rapidly and unpredictably and may negatively influence our
revenue, costs, earnings, and capital levels. Our success depends on our ability to maintain compliance with both

existing and new laws and regulations.

We are subject to interest rate risk and fluctuations in interest rates may negatively affect our financial
performance.

Our profitability depends in substantial part on our net interest margin, which is the difference between
the interest earned on loans, securities and other interest-earning assets, and interest paid on deposits and
borrowings. Changes in interest rates will affect our net interest margin in diverse ways, including the pricing of
loans and deposits, the levels of prepayments and asset quality. We are unable to predict actual fluctuations of
market interest rates because many factors influencing interest rates are beyond our control. We attempt to
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minimize our exposure to interest rate risk, but we are unable to eliminate it. We believe that our current interest
rate exposure is manageable and does not indicate any significant exposure to interest rate changes. However, the
interest rate cuts made by the Federal Reserve Board since September 2007 immediately reduced our yield on
variable-rate loans without a corresponding immediate reduction in deposit costs, which resulted in a decline in
our net interest margin during 2008 and early 2009. Net interest margin partially recovered during 2009 as we
were able to reprice fixed-rate deposits. There is no guarantee we will continue to be able to reprice deposits as

competition for deposits from both local and national financial services institutions is intense.

Weakness in the secondary residential mortgage loan markets will adversely affect our income from our mortgage
company.

One of the components of our strategic plan is to generate significant noninterest income from C&F
Mortgage, which originates a variety of residential loan products for sale into the secondary market to investors.
Significant disruptions in the secondary market for residential mortgage loans have limited the market for and
liquidity of many mortgage loans. The correction in residential real estate market prices may not have reached
bottom. We expect the ongoing effects of lower demand for home mortgage loans resulting from reduced demand
in both the new and resale housing markets, the slowing national economy and the fallout from the subprime and
alternative loan issues to keep pressure on loan origination volume at C&F Mortgage. At the same time as market
conditions were negatively impacting loan origination volume, efforts by the Federal Reserve Board to keep
interest rates low and government initiatives, such as the homebuyer tax credits, have caused some increase in loan
originations and refinancing activity. There is no guarantee that these programs will continue in 2010 and that they
will have a positive impact on loan originations. These factors may cause our revenue from our mortgage
company to be volatile from quarter to quarter.

In addition, credit markets have continued to experience difficult conditions and volatility. There have
been significant increases in payment defaults by borrowers and mortgage loan foreclosures. These factors may
result in potential repurchase or indemnification liability to C&F Mortgage on residential mortgage loans
originated and sold into the secondary market in the event of claims by investors of borrower misrepresentation,
fraud or early-payment default as investors attempt to minimize their losses. While we mitigate the risk of
repurchase liability by underwriting to the purchasers’ guidelines , we cannot be assured that a prolonged period
of payment defaults and foreclosures will not result in an increase in requests for repurchases or indemnifications,
or that established reserves will be adequate, which could adversely affect the Corporation’s net income.

Our business is subject to various lending and other economic risks that could adversely impact our results of
operations and financial condition.

Deterioration in economic conditions, such as the ongoing recession and continuing high unemployment,
could hurt our business. Our business is directly affected by general economic and market conditions; broad trends
in industry and finance; legislative and regulatory changes; changes in governmental monetary and fiscal policies;
and inflation, all of which are beyond our control. A deterioration in economic conditions, in particular a prolonged
economic slowdown within our geographic region, could result in the following consequences, any of which could
hurt our business materially: an increase in loan delinquencies; an increase in problem assets and foreclosures; a
decline in demand for our products and services; and a deterioration in the value of collateral for loans made by

our various business segments.
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Our level of credit risk is increasing due to the concentration of our loan portfolio in commercial loans and in

consumer finance loans.

At December 31, 2009, 39 percent of our loan portfolio consisted of commercial, financial and agricultural
loans, which include loans secured by real estate for builder lines, acquisition and development and commercial
development, as well as commercial loans secured by personal property. These loans generally carry larger loan
balances and involve a greater degree of financial and credit risk than home equity and residential loans. The
increased financial and credit risk associated with these types of loans is a result of several factors, including the
concentration of principal in a limited number of loans and to borrowers in similar lines of business, the size of
loan balances, the effects of general economic conditions on income-producing properties and the increased
difficulty of evaluating and monitoring these types of loans.

At December 31, 2009, 30 percent of our loan portfolio consisted of consumer finance loans that provide
automobile financing for customers in the non-prime market. During periods of economic slowdown or recession,
delinquencies, defaults, repossessions and losses may increase in this portfolio. Significant increases in the
inventory of used automobiles during periods of economic recession may also depress the prices at which we may
sell repossessed automobiles or delay the timing of these sales. Because we focus on non-prime borrowers, the
actual rates of delinquencies, defaults, repossessions and losses on these loans are higher than those experienced in
the general automobile finance industry and could be dramatically affected by a general economic downturn. In
addition, our servicing costs may increase without a corresponding increase in our finance charge income. While
we manage the higher risk inherent in loans made to non-prime borrowers through our underwriting criteria and
collection methods, we cannot guarantee that these criteria or methods will ultimately provide adequate protection

against these risks.
If our allowance for loan losses becomes inadequate, the results of our operations may be adversely affected.

Making loans is an essential element of our business. The risk of nonpayment is affected by a number of
factors, including but not limited to: the duration of the credit; credit risks of a particular customer; changes in
economic and industry conditions; and, in the case of a collateralized loan, risks resulting from uncertainties about
the future value of the collateral. Although we seek to mitigate risks inherent in lending by adhering to specific
underwriting practices, our loans may not be repaid. We attempt to maintain an appropriate allowance for loan
losses to provide for potential losses in our loan portfolio. Our allowance for loan losses is determined by
analyzing historical loan losses, current trends in delinquencies and charge-offs, current economic conditions that
may affect a borrower’s ability to repay and the value of collateral, changes in the size and composition of the loan
portfolio and industry information. Also included in our estimates for loan losses are considerations with respect
to the impact of economic events, the outcome of which are uncertain. Because any estimate of loan losses is
necessarily subjective and the accuracy of any estimate depends on the outcome of future events, we face the risk
that charge-offs in future periods will exceed our allowance for loan losses and that additional increases in the
allowance for loan losses will be required. Additions to the allowance for loan losses would result in a decrease of
our net income. Although we believe our allowance for loan losses is adequate to absorb probable losses in our
loan portfolio, we cannot predict such losses or that our allowance will be adequate in the future.

Competition from other financial institutions and financial intermediaries may adversely affect our profitability.

We face substantial competition in originating loans and in attracting deposits. Our competition in
originating loans and attracting deposits comes principally from other banks, mortgage banking companies,
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consumer finance companies, savings associations, credit unions, brokerage firms, insurance companies and other
institutional lenders and purchasers of loans. Additionally, banks and other financial institutions with larger
capitalization and financial intermediaries not subject to bank regulatory restrictions have larger lending limits and
are thereby able to serve the credit needs of larger clients. These institutions may be able to offer the same loan
products and services that we offer at more competitive rates and prices. Increased competition could require us to
increase the rates we pay on deposits or lower the rates we offer on loans, which could adversely affect our

profitability.
We are subject to restrictions and obligations as a participant in the Treasury’s Capital Purchase Program.

In January 2009, as part of the Capital Purchase Program, we issued and sold to the Treasury Series A
Preferred Stock and a Warrant for an aggregate purchase price of approximately $20.0 million. Participation in the
Capital Purchase Program subjects us to specific restrictions under the terms of the Capital Purchase Program,
including limits on our ability to pay dividends (quarterly dividends on our common stock are limited to $0.31 per
share or less) and repurchase our capital stock, limitations on executive compensation, and increased oversight by
the Treasury, regulators and Congress under the EESA.

Recently, many recipients under the Capital Purchase Program have repaid the Treasury and are no longer
subject to the restrictions imposed under the Capital Purchase Program. Withdrawing from the Capital Purchase
Program requires approval of banking regulators and we may not be able to obtain such approval, or a condition of
obtaining such approval may require us to raise additional capital. Unanticipated consequences of participation in
the Capital Purchase Program could materially and adversely affect our business, results of operations, financial

condition, access to funding and the trading price of our common stock.

We rely heavily on our management team and the unexpected loss of key officers may adversely affect our
operations.

We believe that our growth and future success will depend in large part on the skills of our executive
officers. We also depend upon the experience of the officers of our subsidiaries and on their relationships with the
communities they serve. The loss of the services of one or more of these officers could disrupt our operations and
impair our ability to implement our business strategy, which could adversely affect our business, financial

condition and results of operations.

The success of our business strategies depends on our ability to identify and recruit individuals with experience
and relationships in our primary markets.

The successful implementation of our business strategy will require us to continue to attract, hire, motivate
and retain skilled personnel to develop new customer relationships as well as new financial products and services.
The market for qualified management personnel is competitive. In addition, the process of identifying and
recruiting individuals with the combination of skills and attributes required to carry out our strategy is often
lengthy. Our inability to identify, recruit and retain talented personnel to manage our operations effectively and in
a timely manner could limit our growth, which could materially adversely affect our business.
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Our corporate culture has contributed to our success, and if we cannot maintain this culture as we grow, we could
lose the beneficial aspects fostered by our culture, which could harm our business.

We believe that a critical contributor to our success has been our corporate culture, which focuses on
building personal relationships with our customers. As our organization grows, and we are required to implement
more complex organizational management structures, we may find it increasingly difficult to maintain the
beneficial aspects of our corporate culture. This could negatively impact our future success.

Changes in accounting standards and management’s selection of accounting methods, including assumptions and
estimates, could materially impact our financial statements.

From time to time the SEC and the Financial Accounting Standards Board (FASB) change the financial
accounting and reporting standards that govern the preparation of the Corporation’s financial statements. These
changes can be hard to predict and can materially impact how the Corporation records and reports its financial
condition and results of operations. In some cases, the Corporation could be required to apply a new or revised
standard retroactively, resulting in changes to previously reported financial results, or a cumulative charge to
retained earnings. In addition, management is required to use certain assumptions and estimates in preparing our
financial statements, including determining the fair value of certain assets and liabilities, among other items. If the

assumptions or estimates are incorrect, the Corporation may experience unexpected material consequences.

ITEM1B. UNRESOLVED STAFF COMMENTS

The Corporation has no unresolved comments from the SEC staff.

ITEM 2. PROPERTIES

The following describes the location and general character of the principal offices and other materially

important physical properties of the Corporation.

The Corporation owns a building located at Eighth and Main Streets in the business district of West Point,
Virginia. The building, originally constructed in 1923, has three floors totaling 15,000 square feet. This building
houses the Bank’s Main Office and the main office of C&F Investment Services.

The Corporation owns a building located at 3600 LaGrange Parkway in Toano, Virginia. The building was
acquired in 2004 and has 85,000 square feet. Approximately 30,000 square feet were renovated in 2005 in order to
house the Bank’s operations center, which consists of the Bank’s loan, deposit and administrative functions and
staff.

The building owned by the Corporation and previously used for the Bank’s deposit operations at Seventh
& Main Streets in West Point, Virginia, which is a 14,000 square foot building remodeled by the Corporation in
1991, has been leased to the Economic Development Authority of the Town of West Point, Virginia (Development
Authority) for the purpose of housing and operating incubator businesses under the supervision of the
Development Authority. The building owned by the Corporation and previously used for the Bank’s loan
operations at Sixth and Main Streets in West Point, Virginia, which is a 5,000 square foot building acquired and
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remodeled by the Corporation in 1998, has been retained as back-up facilities for the new operations center.
Management has not yet determined the long-term utilization of these properties.

The Corporation owns a building located at 1400 Alverser Drive in Midlothian, Virginia. The building
provides space for a branch office of the Bank and for a C&F Mortgage branch office, as well as C&F Mortgage’s
main administrative offices. This two-story building has 25,000 square feet and was constructed in 2001. Also at
the Midlothian location, the Corporation owns an office condominium that houses a regional commercial lending

office.

The Corporation owns 15 other Bank branch locations and leases one Bank branch location and one

regional commercial lending office in Virginia. Rental expense for these leased locations totaled $114,000 for the
year ended December 31, 2009.

In connection with the opening of the Bank’s Newport News branch in 2007, C&F Mortgage relocated from
a leased facility to the second floor of the Bank branch building. The Corporation has 17 leased loan production
offices, 11 in Virginia, three in Maryland, two in North Carolina and one each in Delaware, Pennsylvania and New
Jersey, for C&F Mortgage. Rental expense for these leased locations totaled $1.05 million for the year ended
December 31, 2009.

The Corporation owns a building located at 4660 South Laburnum Avenue in Richmond, Virginia. The
building was acquired in June 2005 and has approximately 8,800 square feet. The building houses C&F Finance’s
headquarters and provides space for its loan and administrative functions and staff. In connection with the
opening of the Bank’s Hampton branch in 2006, the Hampton office of C&F Finance was relocated from a leased
facility to the second floor of the Bank branch building. The Corporation has three leased offices, one each in
Virginia, Maryland and Tennessee, for C&F Finance. Rental expense for these leased locations totaled $63,000 for
the year ended December 31, 2009.

All of the Corporation’s properties are in good operating condition and are adequate for the Corporation’s
present and anticipated future needs.

ITEM3. LEGAL PROCEEDINGS

There are no material pending legal proceedings to which the Corporation or any of its subsidiaries is a
party or to which the property of the Corporation or any of its subsidiaries is subject.

ITEM4. [RESERVED]
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EXECUTIVE OFFICERS OF THE REGISTRANT

Name (Age) Business Experience
Present Position During Past Five Years
Larry G. Dillon (57) Chairman, President and Chief Executive Officer of the Corporation and
Chairman, President and the Bank since 1989

Chief Executive Officer

Thomas F. Cherry (41) Secretary of the Corporation and the Bank since 2002; Executive Vice President
Executive Vice President and Chief Financial Officer of the Corporation and the Bank since December
Chief Financial Officer 2004; Senior Vice President and Chief Financial Officer of the Corporation and
and Secretary the Bank from December 1998 to November 2004

Bryan E. McKernon (53) President and Chief Executive Officer of C&F Mortgage since 1995

PART II

ITEM5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS
AND ISSUER PURCHASES OF EQUITY SECURITIES

The Corporation’s Common Stock is traded on the over-the-counter market and is listed for trading on the
NASDAQ Global Select Market of the NASDAQ Stock Market under the symbol “CFFL.” As of February 26, 2010,
there were approximately 2,000 shareholders of record. As of that date, the closing price of our Common Stock on
the NASDAQ Global Select Stock Market was $20.68. Following are the high and low sales prices as reported by
the NASDAQ Stock Market, along with the dividends that were paid quarterly in 2009 and 2008.

2009 2008
Quarter  High Low Dividends High Low Dividends
First $19.00 $10.30 $0.31 $32.25 $25.00 $0.31
Second 18.00 12.80 0.25 30.00 22.00 0.31
Third 2145 14.55 0.25 25.00 18.00 0.31
Fourth 20.97 16.00 0.25 2425 9.65 0.31

Payment of dividends is at the discretion of the Corporation’s board of directors and is subject to various
federal and state regulatory limitations. For further information regarding payment of dividends, including
restrictions stemming from the Corporation’s participation in the Capital Purchase Program, refer to Item 1,
“Business,” under the heading “Limits on Dividends” and Item 8, “Financial Statements and Supplementary Data,”
under the heading “Note 9: Shareholders’ Equity, Other Comprehensive Income and Earnings Per Common
Share.”

In connection with the Corporation’s sale to the Treasury of its Series A Preferred Stock under the Capital
Purchase Program, as previously described, there are certain limitations on the Corporation’s ability to purchase its
Common Stock prior to the earlier of January 9, 2012 or the date on which Treasury no longer holds any of the
Series A Preferred Stock. Prior to such time, the Corporation generally may not purchase any of its Common Stock
without the consent of the Treasury. In the fourth quarter of 2009, the Corporation did not purchase any of its
Common Stock.
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ITEM 6. SELECTED FINANCIAL DATA

Five Year Financial Summary

(Dollars in thousands, except share and per share amounts) 2009 2008 2007 2006 2005
Selected Year-End Balances:
Total assets $888,430 $855,657 $785,596 $734,468 $671,957
Total shareholders’ equity 88,876 64,857 65,224 68,006 60,086
Total loans (net) 613,004 633,017 585,881 517,843 465,039
Total deposits 606,630 550,725 527,571 532,835 495,438
Summary of Operations:
Interest income $ 64,971 $ 64,130 $ 64,825 $ 58,582 $ 48,770
Interest expense 15,459 21,395 23,378 18,457 11,997
Net interest income 49,512 42,735 41,447 40,125 36,773
Provision for loan losses 18,563 13,766 7,130 4,625 5520
Net interest income after provision for loan

losses 30,949 28,969 34,317 35,500 31,253
Noninterest income 36,689 25,149 25,878 27,387 27,584
Noninterest expenses 60,167 49,320 48,371 45,328 41,868
Income before taxes 7,471 4,798 11,824 17,559 16,969
Income tax expense 1,945 617 3,344 5,430 5,181
Net income 5,526 4,181 8,480 12,129 11,788
Effective dividends on preferred stock 1,130 - -- -- --
Net income available to common shareholders $ 4,396 $ 4,181 $ 8,480 $ 12,129 $ 11,788
Per share:

Earnings per common share —basic $1.44 $1.38 $2.77 $3.85 $3.49

Earnings per common share —assuming

dilution 1.44 1.37 2.67 371 3.36

Dividends 1.06 1.24 1.24 1.16 1.00
Weighted average number of shares —

assuming dilution 3,048,491 3,058,274 3,181,445 3,273,429 3,507,912
Significant Ratios:
Return on average assets 0.50% 0.51% 1.13% 1.75% 1.82%
Return on average equity 6.60 6.39 13.03 18.97 17.70
Dividend payout ratio - common shares 73.48 89.79 44.45 30.15 28.33
Average common equity to average assets 7.61 7.98 8.69 9.21 10.30
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ITEM7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS
OF OPERATIONS

Cautionary Statement Regarding Forward-Looking Statements

This report contains statements concerning the Corporation’s expectations, plans, objectives, future
financial performance and other statements that are not historical facts. These statements may constitute “forward-
looking statements” as defined by federal securities laws. These statements may address issues that involve
estimates and assumptions made by management and risks and uncertainties. Actual results could differ
materially from historical results or those anticipated by such statements. Factors that could have a material
adverse effect on the operations and future prospects of the Corporation include, but are not limited to, changes in:
interest rates
¢ general business conditions, as well as conditions within the financial markets

e general economic conditions, including unemployment levels

o the legislative/regulatory climate, including the effect of restrictions imposed on us as a participant in the
Capital Purchase Program

e monetary and fiscal policies of the U.S. Government, including policies of the Treasury and the Federal
Reserve Board

o the quality or composition of the loan portfolios and the value of the collateral securing those loans

e the value of securities held in the Corporation’s investment portfolios

o the level of net charge-offs oh loans and the adequacy of our allowance for loan losses

¢ demand for loan products

e deposit flows

o the strength of the Corporation’s counterparties

e competition from both banks and non-banks

¢ demand for financial services in the Corporation’s market area

¢ technology

e reliance on third parties for key services

e the commercial and residential real estate markets

¢ demand in the secondary residential mortgage loan markets

¢ the Corporation’s expansion and technology initiatives

e accounting principles, policies and guidelines

These risks are exacerbated by the turbulence during 2008 and 2009 in significant portions of the global
financial markets, which if it continues or worsens, could impact the Corporation’s performance, both directly by
affecting the Corporation’s revenues and the value of its assets and liabilities, and indirectly by affecting the
Corporation’s counterparties and the economy generally. During 2008 and 2009, the capital and credit markets
have experienced extended volatility and disruption, and unemployment has risen to, and remained at, high levels.
There can be no assurance that these unprecedented recent developments will not continue to materially and
adversely affect our business, financial condition and results of operations, as well as our ability to raise capital for

liquidity and business purposes.
Although the Corporation had, and continues to have, diverse sources of liquidity and its capital ratios

exceeded, and continue to exceed, the minimum levels required for well-capitalized status, the Corporation issued
and sold its Series A Preferred Stock and Warrant for a $20.0 million investment from Treasury under the Capital
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Purchase Program on January 9, 2009. The Corporation also elected to participate in the FDIC Debt Guarantee
Program; however, the Corporation currently has no unsecured borrowings to which this program applies. The
Bank is participating in the FDIC Transaction Account Guarantee Program, under which all noninterest-bearing
transaction accounts (as defined within the program) are fully guaranteed by the FDIC for the entire amount in the
account through June 30, 2010.

Our ability to engage in routine funding transactions could be adversely affected by the actions and
commercial soundness of other financial institutions. Financial services institutions are interrelated as a result of
trading, clearing, counterparty or other relationships, and we routinely execute transactions with counterparties in
the financial industry, including brokers and dealers, commercial banks, and other institutions. As a result,
defaults by, or even rumors or questions about, one or more financial services institutions, or the financial services
industry generally, could create another market-wide liquidity crisis similar to that experienced in late 2008 and
early 2009 and could lead to losses or defaults by us or by other institutions. There is no assurance that any such
losses would not materially adversely affect the Corporation’s results of operations.

Further, there can be no assurance that the actions taken by the federal government and regulatory
agencies will stabilize the U.S. financial system or alleviate the industry or economic factors that may adversely

affect the Corporation’s business and financial performance.

These risks and uncertainties should be considered in evaluating the forward-looking statements contained
herein. We caution readers not to place undue reliance on those statements, which speak only as of the date of this

report.

The following discussion supplements and provides information about the major components of the results
of operations, financial condition, liquidity and capital resources of the Corporation. This discussion and analysis

should be read in conjunction with the accompanying consolidated financial statements.

CRITICAL ACCOUNTING POLICIES

The preparation of financial statements requires us to make estimates and assumptions. Those accounting
policies with the greatest uncertainty and that require our most difficult, subjective or complex judgments affecting
the application of these policies, and the likelihood that materially different amounts would be reported under
different conditions, or using different assumptions, are described below.

Allowance for Loan Losses: We establish the allowance for loan losses through charges to earnings in the
form of a provision for loan losses. Loan losses are charged against the allowance when we believe that the
collection of the principal is unlikely. Subsequent recoveries of losses previously charged against the allowance are
credited to the allowance. The allowance represents an amount that, in our judgment, will be adequate to absorb
any losses on existing loans that may become uncollectible. Our judgment in determining the level of the
allowance is based on evaluations of the collectibility of loans while taking into consideration such factors as trends
in delinquencies and charge-offs, changes in the nature and volume of the loan portfolio, current economic
conditions that may affect a borrower’s ability to repay and the value of collateral, overall portfolio quality and
review of specific potential losses. This evaluation is inherently subjective because it requires estimates that are
susceptible to significant revision as more information becomes available.
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Allowance for Indemnifications: The allowance for indemnifications is established through charges to
earnings in the form of a provision for indemnifications, which is included in other noninterest expenses. A loss is
charged against the allowance for indemnifications under certain conditions when a purchaser of a loan (investor)
sold by C&F Mortgage incurs a loss due to borrower misrepresentation, fraud or early default. The allowance
represents an amount that, in management’'s judgment, will be adequate to absorb any losses arising from
indemnification requests. Management’s judgment in determining the level of the allowance is based on the
volume of loans sold, current economic conditions and information provided by investors. This evaluation is
inherently subjective, as it requires estimates that are susceptible to significant revision as more information
becomes available.

Impairment of Loans: We consider a loan impaired when it is probable that the Corporation will be
unable to collect all interest and principal payments as scheduled in the loan agreement. We do not consider a loan
impaired during a period of delay in payment if we expect the ultimate collection of all amounts due. We measure
impairment on a loan by loan basis for commercial, construction and residential loans in excess of $500,000 by
either the present value of expected future cash flows discounted at the loan’s effective interest rate, the loan’s
obtainable market price, or the fair value of the collateral if the loan is collateral dependent. Large groups of
smaller balance homogeneous loans are collectively evaluated for impairment. We maintain a valuation allowance
to the extent that the measure of the impaired loan is less than the recorded investment.

Impairment of Securities: Impairment of securities occurs when the fair value of a security is less than its
amortized cost. For debt securities, impairment is considered other-than-temporary and recognized in its entirety
in net income if either (i) we intend to sell the security or (ii) it is more-likely-than-not that we will be required to
sell the security before recovery of its amortized cost basis. If, however, we do not intend to sell the security and it
is not more-likely-than-not that we will be required to sell the security before recovery, we must determine what
portion of the impairment is attributable to a credit loss, which occurs when the amortized cost basis of the security
exceeds the present value of the cash flows expected to be collected from the security. If there is no credit loss,
there is no other-than-temporary impairment. If there is a credit loss, other-than-temporary impairment exists, and
the credit loss must be recognized in net income and the remaining portion of impairment must be recognized in
other comprehensive income. For equity securities, impairment is considered to be other-than-temporary based on
our ability and intent to hold the investment until a recovery of fair value. Other-than-temporary impairment of an
equity security results in a write-down that must be included in net income. We regularly review each investment
security for other-than-temporary impairment based on criteria that include the extent to which cost exceeds
market price, the duration of that market decline, the financial health of and specific prospects for the issuer, our
best estimate of the present value of cash flows expected to be collected from debt securities, our intention with
regard to holding the security to maturity and the likelihood that we would be required to sell the security before
recovery.

Other Real Estate Owned: Assets acquired through, or in lieu of, loan foreclosure are held for sale and are
initially recorded at the lower of the loan balance or the fair value less costs to sell at the date of foreclosure.
Subsequent to foreclosure, management periodically performs valuations of the foreclosed assets based on updated
appraisals, general market conditions, recent sales of like properties, length of time the properties have been held,
and our ability and intention with regard to continued ownership of the properties. The Corporation may incur
additional write-downs of foreclosed assets to fair value less costs to sell if valuations indicate a further other-than-
temporary deterioration in market conditions.

Goodwill: Goodwill is no longer subject to amortization over its estimated useful life, but is subject to at
least an annual assessment for impairment by applying a fair value based test. In assessing the recoverability of the
Corporation’s goodwill, all of which was recognized in connection with the Bank’s acquisition of C&F Finance
Company in September 2002, we must make assumptions in order to determine the fair value of the respective
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assets. Major assumptions used in determining impairment were increases in future income, sales multiples in
determining terminal value and the discount rate applied to future cash flows. As part of the impairment test, we
performed a sensitivity analysis by increasing the discount rate, lowering sales multiples and reducing increases in
future income. We completed the annual test for impairment during the fourth quarter of 2009 and determined
there was no impairment to be recognized in 2009. If the underlying estimates and related assumptions change in

the future, we may be required to record impairment charges.

Retirement Plan: The Bank maintains a non-contributory, defined benefit pension plan for eligible full-
time employees as specified by the plan. Plan assets, which consist primarily of marketable equity securities and
corporate and government fixed income securities, are valued using market quotations. The Bank’s actuary
determines plan obligations and annual pension expense using a number of key assumptions. Key assumptions
may include the discount rate, the interest crediting rate, the estimated future return on plan assets and the
anticipated rate of future salary increases. Changes in these assumptions in the future, if any, or in the method
under which benefits are calculated may impact pension assets, liabilities or expense.

Accounting for Income Taxes: Determining the Corporation’s effective tax rate requires judgment. In the
ordinary course of business, there are transactions and calculations for which the ultimate tax outcomes are
uncertain. In addition, the Corporation’s tax returns are subject to audit by various tax authorities. Although we
believe that the estimates are reasonable, no assurance can be given that the final tax outcome will not be materially
different than that which is reflected in the income tax provision and accrual.

For further information concerning accounting policies, refer to Item 8, “Financial Statements and
Supplementary Data,” under the heading “Note 1: Summary of Significant Accounting Policies.”

OVERVIEW

Our primary financial goals are to maximize the Corporation’s earnings and to deploy capital in profitable
growth initiatives that will enhance long-term shareholder value. We track three primary financial performance
measures in order to assess the level of success in achieving these goals:

1) return on average assets (ROA)
2) return on average equity (ROE)
3) growth in earnings

In addition to these financial performance measures, we track the performance of the Corporation’s three
principal business activities:
1) retail banking
2) mortgage banking
3) consumer finance

We also actively manage our capital through:
1) growth
2) stock purchases
3) dividends
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Financial Performance Measures

Net income for the Corporation was $5.5 million in 2009, compared with net income of $4.2 million in 2008
($5.2 million, adjusted to exclude the $976,000 net effect of the impairment of the Corporation’s investments in
perpetual preferred stock of Fannie Mae and Freddie Mac). Net income available to common shareholders for 2009
was $4.4 million, or $1.44 per common share assuming dilution, compared with $4.2 million, or $1.37 per common
share assuming dilution, ($5.2 million, or $1.69 per common share assuming dilution, adjusted to exclude the
$976,000 net effect of the impairment charge) for 2008. The difference between reported net income and net income
available to common shareholders in 2009 is a result of the Series A Preferred Stock dividends and accretion of the
discount related to the Corporation’s participation in the Capital Purchase Program. The Series A Preferred Stock
and Warrant were issued in the first quarter of 2009 and, therefore, did not affect net income available to common
shareholders for 2008. Significant factors influencing 2009 earnings included (1) the positive effects of the
sustained lower interest rate environment on net interest margin and the production of loans originated for sale in
the secondary market, (2) the negative effects of the continued downturn in the real estate markets on provisions
for losses and expenses associated with nonperforming loans secured by real estate and automobiles, as well as real
estate acquired through foreclosure, (3) the negative effects of lower consumer spending on fee income, and (4) the
additional expense associated with higher FDIC assessments, the special FDIC assessment and required
prepayments to replenish the DIF, which has been depleted by bank failures resulting from the overall
deterioration of the housing and economic environment in the United States. The extent to which these and other
factors impacted each of our business segments varied and is discussed in “Principal Business Activities” below.

The Corporation's ROE and ROA were 6.60 percent and 0.50 percent, respectively, for the year ended
December 31, 2009, compared to 6.39 percent and 0.51 percent (7.89 percent and 0.63 percent, adjusted to exclude
the net effect of the impairment charge) for the year ended December 31, 2008. In 2009, these ratios include the
effects of the Series A Preferred Stock dividends and accretion of the discount on net income available to common
shareholders, as well as asset growth since the end of 2008. Our strategic goals continue to focus on profitable
growth that enhances long-term shareholder value. We feel our ability to reach this goal has been enhanced by the
Corporation’s participation in the Capital Purchase Program. This capital provides flexibility to fund loan demand
from qualifying commercial and consumer borrowers in the communities we serve and to work with existing
borrowers who may be experiencing difficulty servicing their debt during these challenging economic times. As
the Bank was well-capitalized before participating in the Capital Purchase Program, it also provides insurance for
unforeseen events in these turbulent financial times. Nonetheless, the additional capital and asset growth may
delay improvement in ROE and ROA in the near term.

We expect the following factors to influence the Corporation’s financial performance in 2010:

e Retail Banking: Managing the risks inherent in our loan portfolio and expenses associated
with nonperforming assets will influence the Bank’s performance during 2010. General
economic trends, particularly the economic recession that we are experiencing in the Bank’s
markets, can affect the quality of the loan portfolio and, therefore, our provision for loan
losses, as well as the amount of our nonperforming assets. In addition, the extent to which
the FDIC charges higher premiums or special assessments in order to maintain the adequacy
of the DIF will affect the Bank’s noninterest expenses during 2010. Further, actions that may
be taken by the federal government to restrict products offered by banks, such as overdraft
protection, may affect the Bank’s noninterest income during 2010.

e Mortgage Banking: We expect the ongoing effects of lower demand for home mortgage loans

resulting from reduced demand in both the new and resale housing markets to influence the
origination volume at C&F Mortgage. While continued lower interest rates and incentives for
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homebuyers may spur activity in 2010, the decline in housing market values, coupled with
the availability of fewer mortgage loan products and tighter underwriting guidelines, will
temper demand. Any rise in interest rates would ultimately reduce refinancing activity and
potentially new and resale home purchases, thus reducing loan originations. In addition,
there is potential repurchase or indemnification liability to C&F Mortgage on residential
mortgage loans originated and sold into the secondary market in the event of borrower
misrepresentation, fraud or early-payment default. While we mitigate the risk of repurchase
liability by underwriting to the purchasers’ guidelines, and establishing appropriate reserves,
and do not believe that our exposure to this liability is significant at this time, we cannot be
assured that a prolonged period of payment defaults and foreclosures will not result in an
increase in requests for repurchases or indemnifications, which would adversely affect the
Corporation’s net income.

e Consumer Finance: Changes in interest rates may affect net interest margin at C&F Finance in
2010. A significant portion of C&F Finance’s funding is indexed to short-term interest rates
and reprices as short-term interest rates change. An upward movement in interest rates may
result in an unfavorable pricing disparity between its fixed rate loan portfolio and its
adjustable-rate borrowings, thus causing margin compression and adversely affecting the
Corporation’s net income. The ongoing effects of the economic recession, including sustained
unemployment levels, may result in more delinquencies and repossessions at C&F Finance.
The general availability of consumer credit or other factors that impact consumer confidence
or disposable income could increase loss frequency and may be accompanied by decreased
consumer demand for automobiles and declining values of automobiles securing outstanding
loans, which weakens collateral coverage and increases the amount of loss in the event of
default.

Principal Business Activities

An overview of the financial results for each of the Corporation’s principal segments is presented below. A
more detailed discussion is included in the section “Results of Operations.”

Retail Banking: The Retail Banking segment, which consists of the Bank, reported a net loss of $2.2 million
for the year ended December 31, 2009, compared to net income of $1.7 million for the year ended December 31,
2008. The decline in earnings for 2009 included the effects of (1) nonperforming loans on interest income, (2) a
significant increase in the provision for loan losses attributable to credit quality issues identified in the loan
portfolio, (3) a $573,000 year-over-year decline in overdraft charges on deposit accounts resulting from economic
conditions over the past year, which have heightened customer sensitivity to incurring such fees, (4) a $973,000
year-over-year increase in assessments for deposit insurance resulting from the FDIC’s increased annual
assessments for all banks, coupled with its special assessment in the second quarter of 2009 to help restore the DIF,
and (5) higher expenses related to nonaccrual loans and foreclosed properties. Deposit repricing at lower interest
rates and the implementation of interest rate floors on adjustable rate loans upon origination or renewal mitigated,
to a large degree, the effects of the lower interest rate environment and nonperforming loans on the Bank’s net
interest margin.

The Bank’s credit management team directed significant effort throughout 2009 to real estate loan
workouts and restructurings and, when necessary, foreclosures. After thoroughly evaluating the credit quality of
the Bank’s loan portfolio and the carrying values of real estate acquired through foreclosure, we have charged off
loans, written down foreclosed properties and increased reserves as we considered necessary. These credit actions
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resulted in a $4.1 million year-over-year increase in the Bank’s provision for loan losses and a $2.2 million year-
over-year increase in expenses for foreclosed properties.

Mortgage Banking: The Mortgage Banking segment, which consists of C&F Mortgage, reported net
income of $3.4 million for the year ended December 31, 2009, compared to net income of $1.5 million for the year
ended December 31, 2008. Earnings in 2009 included the positive effects of lower interest rates and federal home
buyer tax credits. Loan origination volume increased 41.9 percent for 2009 over 2008, resulting in $25.0 million of
gains on sales of loans for 2009, compared to $16.7 million for 2008. This revenue growth was offset in part by
year-over-year increases of (1) $1.4 million in the provision for indemnification losses resulting from a higher
number of claims by investors pursuant to recourse provisions as the continued deterioration of the U.S. economy
caused an increase in defaults on mortgages by homeowners and (2) $6.5 million in personnel costs, principally for
variable compensation associated with the increase in loan production and income. While we mitigate the risk of
repurchase liability by underwriting to the purchasers guidelines, we cannot eliminate the possibility that a
prolonged period of payment defaults and foreclosures may result in an increase in requests for loan repurchases
or indemnifications and the need for additional provisions in the future.

While the mortgage banking industry has experienced significant operational problems and losses over the
past two years, our Mortgage Banking segment has continued to contribute to the Corporation’s earnings. Loan
originations for 2009 approximated $1.1 billion. For 2009, loan originations at C&F Mortgage for refinancings
increased to $499.7 million from $202.3 million in 2008 as customers took advantage of the low interest rate
environment. Loans originated for new and resale home purchases increased to $563.4 million from to $546.9
million in 2008. The decline in housing market values, coupled with the availability of fewer mortgage loan
products and tighter underwriting guidelines, is expected to temper demand for the foreseeable future. However,
as a result of the consolidation within the mortgage banking industry, C&F Mortgage has been able to attract new
mortgage origination talent and we believe that these additions provide the potential for future increased loan
production.

Consumer Finance: The Consumer Finance segment, which consists of C&F Finance, reported net income
of $4.8 million for the year ended December 31, 2009, compared to net income of $2.7 million for the year ended
December 31, 2008. Earnings of the Consumer Finance segment have benefited from an approximate 5 percent
increase in average consumer finance loans outstanding and the sustained lower short-term interest rate
environment in 2009. Its fixed-rate loan portfolio is partially funded by a variable-rate line of credit indexed to
LIBOR. Therefore, its cost of funds declined and its net interest margin increased during 2009. These benefits were
offset in part by a year-over-year increase of $930,000 in the provision for loan losses resulting from loan growth
and the overall condition of the economic environment. Controlling charge-offs within C&F Finance’s loan
portfolio will be the significant factor in realizing improved earnings in the future. If the current economic
recession intensifies in C&F Finance’s markets and unemployment worsens, we would expect more delinquencies
and repossessions. Depending on the severity of any further downturn in the economy, decreased consumer
demand for automobiles and a decline in the value of automobiles securing outstanding loans could result, which
would weaken collateral coverage and increase the amount of losses in the event of default.

Other and Eliminations The net loss for the year ended December 31, 2009 for this combined segment was
$554,000, compared to a net loss of $1.7 million for the year ended December 31, 2008 (a net loss of $718,000,
adjusted to exclude the $976,000 net effect of the impairment charge). Revenue and expense of this combined
segment include dividends received on the Corporation’s investment in equity securities and interest expense
associated with the Corporation’s trust preferred capital notes. The decline in the year-over-year loss resulted
primarily from lower interest expense on the Corporation’s trust preferred capital notes, a portion of which are
indexed to short-term interest rates.
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Capital Management

During 2009, we have managed our capital through asset growth and lower dividends on common shares
outstanding. Total shareholders’ equity increased $24.0 million to $88.9 million at December 31, 2009, compared to
$64.9 million at December 31, 2008. This increase primarily occurred in connection with the Corporation’s
participation in the Capital Purchase Program, as previously described. As of December 31, 2009, the Corporation
is “well capitalized” (as defined in the regulations). We believe the Corporation’s strong capital and liquidity
positions will allow for profitable growth should there be sufficient consumer spending and economic activity. Itis
our ultimate intention to redeem the Series A Preferred Stock issued to the Treasury preferably before January 9,
2014, at which time the dividend rate on the Series A Preferred Stock will increase. We are currently analyzing the
possibility of repayment in light of the Corporation’s overall financial condition, capitalization and liquidity. Our
considerations include whether repayment will require raising new capital and the cost of that capital, our future
capital needs and the potential sources of capital, and the likelihood of continued government shareholder and
public scrutiny of compensation practices even after the Series A Preferred Stock redemption.

Another means by which we manage our capital is through dividends. The Corporation’s board of
directors continued its policy of paying dividends in 2009. The quarterly rate was decreased from 31 cents per
common share in the first quarter of 2009 to 25 cents per common share for the remaining three quarters of 2009.
The dividend payout ratio for 2009 was 73.5 percent based on net income available to common shareholders for the
year ended December 31, 2009. The board of directors continues to evaluate our dividend payout in light of
changes in economic conditions, our capital levels and our expected future levels of earnings. However, in
connection with the Corporation’s participation in the Capital Purchase Program, as previously described, there are
limitations on the Corporation’s ability to pay quarterly cash dividends in excess of $0.31 per share or to repurchase
its common stock prior to the earlier of January 9, 2012 or the date on which Treasury no longer holds any of the
Series A Preferred Stock. For more information regarding restrictions imposed on the Corporation due to its
participation in the Capital Purchase Program, see Item 8, “Financial Statements and Supplementary Data,” under
the heading “Note 9: Shareholders” Equity, Other Comprehensive Income and Earnings Per Common Share.”

29



RESULTS OF OPERATIONS

NET INTEREST INCOME

The following table shows the average balance sheets for each of the years ended December 31, 2009, 2008

and 2007. The table also shows the amounts of interest earned on earning assets, with related yields, and interest

expense on interest-bearing liabilities, with related rates. Loans include loans held for sale. Loans placed on a

nonaccrual status are included in the balances and are included in the computation of yields, but had no material

effect. Interest on tax-exempt loans and securities is presented on a taxable-equivalent basis (which converts the

income on loans and investments for which no income taxes are paid to the equivalent yield if income taxes were

paid using the federal corporate income tax rate of 35 percent in all three years presented).

TABLE 1: Average Balances, Income and Expense, Yields and Rates

2009 2008 @ 2007 ™
Average Income/ Yield/ Average Income/ Yield/ Average Income/  Yield/
(Dollars in thousands) Balance Expense  Rate Balance  Expense  Rate Balance Expense  Rate
Assets
Securities:
Taxable $ 15,839 $ 549 3.46% $ 16,662 $ 867 5.20% $ 11,659 $ 544 4.66%
Tax-exempt 98,596 6,502 6.59 77,164 5,094 6.60 63,280 4,349 6.87
Total securities 114,435 7,051 6.16 93,826 5,961 6.35 74,939 4,893 6.53
Loans, net 694,760 60,179 8.66 664,715 59,918 9.01 601,685 60,977 10.13
Interest-bearing deposits in other banks and
Fed funds sold 3,936 6 015 1,286 28 218 8479 443 522
Total earning assets 813,131 67,236 8.27 759,827 65,907 8.67 685,103 66,313 9.68
Allowance for loan losses (21,615) (17,182) (14,926)
Total non-earning assets 84,457 77,354 78217
Total assets $875,973 $819,999 $7483%¢
Liabilities and Shareholders’ Equity
Time and savings deposits:
Interest-bearing deposits $ 86,478 640 0.74% $ 82,560 834 1.01% $ 82,109 912 1.11%
Money market deposit accounts 66,562 1,027 1.54 68,406 1,699 248 51,624 1,534 297
Savings accounts 41,449 44 0.11 42,445 105 0.25 45,452 301 0.66
Certificates of deposit, $100 thousand
or more 119,246 3,433 2.88 99,726 4,088 410 99,653 4,714 4.73
Other certificates of deposit 176,657 5,174 293 167,849 6,614 3.94 169431 7,469 441
Total time and savings deposits 490,392 10,318 2.10 460,986 13,340 2.89 448,269 14,930 3.33
Borrowings 191,201 5,141 2.69 193,466 8,055 416 136,939 8,448 6.17
Total interest-bearing liabilities 681,593 15,459 2.27 654,452 21,395 3.27 585,208 23,378 3.99
Demand deposits 85,811 83,533 84,365
Other liabilities 22,378 16,612 o 13,751 ) -
Total liabilities 789,782 754,597 683,324
Shareholders’ equity 86,191 65,402 65,070
Total liabilities and
shareholders’ equity $875,973 $819,999 $748394
Net interest income $51,777 $44,512 $42,935
Interest rate spread 6.00% 5.40% L ~ 5.69%
Interest expense to average earning assets 1.90% 2.82% _341%
Net interest margin 6.37% 5.86% 6.27%

(1) Certain amounts have been reclassified to conform to the current year presentation.
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Interest income and expense are affected by fluctuations in interest rates, by changes in the volume of
earning assets and interest-bearing liabilities, and by the interaction of rate and volume factors. The following table
shows the direct causes of the year-to-year changes in the components of net interest income on a taxable-
equivalent basis. We calculated the rate and volume variances using a formula prescribed by the SEC.
Rate/volume variances, the third element in the calculation, are not shown separately in the table, but are allocated
to the rate and volume variances in proportion to the relationship of the absolute dollar amounts of the change in
each. Loans include both nonaccrual loans and loans held for sale.

TABLE 2: Rate-Volume Recap

2009 from 2008 2008 from 2007
Increase (Decrease) Total Increase (Decrease) Total
Due to Increase Due to Increase
(Dollars in thousands) Rate Volume (Decrease) Rate Volume (Decrease)
Interest income:
Loans $(2,390) $2,651 $261 $(7,103) $6,044 $(1,059)
Securities:
Taxable (273) (45) (318) 69 254 323
Tax-exempt 6) 1,414 1,408 (177) 922 745
Interest-bearing deposits in other banks and Fed funds sold (28) 6 (22) (156) (259) (415)
Total interest income (2,697) 4,026 1,329 (7,367) 6,961 (406)
Interest expense:
Time and savings deposits:
Interest-bearing deposits (229) 35 (194) (83) 5 (78)
Money market deposit accounts (627) 45) (672) (280) 445 165
Savings accounts (59 ) (61) 177) (19) (196)
Certificates of deposit, $100 thousand or more (1,360) 705 (655) (629) 3 (626)
Other certificates of deposit (1,772) 332 (1,440) (785) (70) (855)
Total time and savings deposits (4,047) 1,025 (3,022) (1,954) 364 (1,590)
Borrowings (2,821) (93) (2,914) (3,247) 2,854 (393)
Total interest expense (6,868) 932 (5,936) (6,201) 3,218 (1,983)
Change in net interest income $ 4,171 $3,094 $7,265 $(2,166) $3,743 $1,577

(1) Certain amounts have been reclassified to conform to the current year presentation.
2009 Compared to 2008

Net interest income, on a taxable-equivalent basis, for the year ended December 31, 2009 was $51.8 million,
compared to $44.5 million for 2008. The higher net interest income resulted from a year-over-year 7.0 percent
increase in the average balance of interest-earning assets, coupled with a 51 basis point increase in the net interest
margin for 2009 over 2008. The increase in the net interest margin occurred primarily at C&F Finance as its fixed-
rate loan portfolio is partially funded by a variable-rate line of credit indexed to LIBOR, which has been
significantly lower throughout 2009. At the Bank, deposit repricing at lower interest rates and the implementation
of interest rate floors on adjustable rate loans upon origination or renewal throughout 2009 have mitigated, to a
large degree, the effects of the lower interest rate environment and nonperforming loans on its net interest margin.

Total average loans increased $30.0 million for 2009 over 2008. Average loans held for investment
increased $9.6 million for 2009 over 2008. The Bank’s average loan portfolio increased only slightly during 2009, by
$2.3 million, in relation to 2008. The Bank’s residential mortgage loan growth throughout 2009 was offset to a large
degree by $16.1 million of transfers of commercial loans secured by residential real estate to foreclosed properties
in 2009. C&F Finance’s average loan portfolio increased $8.9 million during 2009 as a result of the purchase of a
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portfolio of seasoned loans in the Virginia market from an unrelated finance company, as well as increased
production within existing markets. C&F Mortgage’s average loan portfolio of short-term bridge loans and
repurchased loans decreased $1.6 million in 2009 as a result of charge-offs and transfers to foreclosed properties.
Average loans held for sale at C&F Mortgage increased $20.4 million during 2009 as a result of higher loan
demand, in particular for refinancing products, in the lower interest rate environment in 2009. The overall yield on
loans held for investment at the Bank and C&F Mortgage and loans held for sale at C&F Mortgage decreased
during 2009 in relation to 2008 as a result of a general decrease in interest rates. The yield on C&F Finance’s loan
portfolio increased during 2009 in relation to 2008 as a result of higher rates on loans originated in 2009 and higher

loan origination fee income.

Average securities available for sale increased $20.6 million for 2009 over 2008. The increase in securities
available for sale occurred predominantly in the Bank’s municipal bond portfolio, which resulted from a strategy to
increase the Bank’s securities portfolio as a percentage of total assets. The lower investment portfolio yields in 2009
in relation to 2008 resulted from the current interest rate environment in which portfolio growth has occurred at
lower yields and higher-yielding securities were called or matured, coupled with a decline in dividends on FHLB
stock in 2009.

Average interest-earning deposits at other banks, primarily the Federal Reserve Bank in 2009 and the FHLB
in 2008, and federal funds sold increased $2.7 million for 2009 over 2008. Fluctuations in the average balance of
these low-yielding assets occurred in response to loan demand. The lower yield on interest-earning deposits at
other banks in 2009 in relation to 2008 resulted from the decline in short-term interest rates that began in late 2007.

Average interest-bearing time and savings deposits increased $29.4 million for 2009 over 2008. Growth in
lower-rate retail transaction accounts resulted from our deposit strategies that emphasize retention of multi-service
customer relationships including larger-balance business accounts. Growth in time deposits occurred in deposits
of municipalities in our market areas and retail depositors who are maintaining flexibility in their investing options
due to the unpredictability in the stock market. The average cost of deposits declined 79 basis points during 2009
in relation to 2008 as a result of repricing transaction accounts as interest rates declined throughout 2008 and the
more gradual repricing of time deposits throughout 2008 and 2009 to interest rates that are lower than their

maturing rates.

Average borrowings decreased $2.3 million during 2009 in relation to 2008 as the increase in deposits and
reductions in loans held for investment reduced the need for additional funding sources. The average cost of
borrowings decreased 147 basis points during 2009 in relation to 2008 because a portion of the Corporation’s
borrowings is indexed to short-term interest rates, which remained low throughout 2009.

Interest rates will be a significant factor influencing the performance of all of the Corporation’s business
segments during 2010. The continued repricing of time deposits to lower interest rates should reduce funding costs
and relieve net interest margin compression, unless competition for deposits hinders a decline in rates paid for

deposits.
2008 Compared to 2007

Net interest income, on a taxable-equivalent basis, for the year ended December 31, 2008 was $44.5 million,
compared to $42.9 million for 2007. The higher net interest income resulted primarily from a 10.9 percent increase

in the average balance of interest-earning assets during 2008. The benefit of this growth was partially offset by a
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decrease in net interest margin to 5.86 percent for 2008 from 6.27 percent for 2007. The decrease in the net interest
margin was a result of a decline in the yield on interest-earning assets that exceeded the decline in the interest rates
paid on interest-bearing liabilities. The combination of rapidly declining short-term interest rates and increased
competition for deposits in 2008 resulted in a pricing disparity between loans and deposits, which lowered net
interest margin.

Average loans held for investment increased $67.6 million during 2008 over 2007. The Bank’s average loan
portfolio increased $44.0 million during 2008 primarily as a result of residential mortgage loan and commercial
loan growth. C&F Finance’s average loan portfolio increased $22.2 million during 2008 as result of overall growth
at existing locations and the expansion into new markets in 2007. C&F Mortgage’s average loan portfolio increased
$1.4 million during 2008 as a result of the introduction of short-term bridge loans in 2007 and repurchased loans.
Average loans held for sale at C&F Mortgage decreased $4.6 million during 2008 as a result of a decline in loan
demand. The overall yield on loans held for investment at all our business segments and loans held for sale at C&F
Mortgage segment during 2008 decreased as a result of a general decrease in interest rates.

Average securities available for sale increased $18.9 million during 2008 over 2007. The increase in securities
available for sale occurred predominantly in the Bank’s municipal bond portfolio. This resulted from a strategy to
increase the Bank’s securities portfolio as a percentage of total assets. The lower yields in 2008 in relation to 2007
resulted from the 2008 interest rate environment in which securities purchases were made at yields less than those
being called. In addition, securities yields for 2007 included the receipt of seven quarters of previously-suspended
dividends from one preferred stock holding.

Average interest-earning deposits at other banks, primarily the FHLB, decreased $7.5 million during 2008
from 2007. Fluctuations in the average balance of these low-yielding deposits occurred in response to loan
demand, an increase in the securities portfolio, and improved cash management strategies. The average yield on
interest-earning deposits at other banks decreased in 2008 in relation to 2007 due to declines in short-term interest
rates beginning in September 2007 and continuing throughout 2008.

Average interest-bearing customer deposits increased $12.7 million during 2008 over 2007. The majority of
the growth occurred in lower-rate transaction accounts as opposed to higher-costing certificates of deposit as a
result of our deposit strategies that emphasize retention of multi-service customer relationships, coupled with
depositors’ preferences to retain cash to maintain flexibility in their investing options as the value of the stock
market declined during 2008. The average cost of deposits declined 44 basis points during 2008 in relation to 2007.
As sources of wholesale funding available to the financial services industry diminished beginning in mid-2007,
competition for deposits within the industry has intensified and rates on time deposits have been slower to decline
than short-term interest rates. However, as time deposits matured during last half of 2008, deposit rates began to

decline.

Average borrowings increased $56.5 million during 2008 over 2007. This increase was attributable to
increased use of the third-party line of credit by C&F Finance to fund loan growth, increased use of borrowings
from the FHLB and the Federal Reserve Bank to fund loan growth at the Bank and C&F Finance, and the issuance
of trust preferred capital securities in late 2007 for general corporate purposes, including the refinancing of existing
debt. A portion of these borrowings is indexed to short-term interest rates and reprices as short-term interest rates
change. Accordingly, the average cost of borrowings decreased 201 basis points during 2008 in relation to 2007 as
interest rates fell.
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NONINTEREST INCOME

TABLE 3: Noninterest Income

Year Ended December 31, 2009

Retail Mortgage Consumer Other and

(Dollars in thousands) Banking Banking Finance Eliminations Total
Gains on sales of loans $ - $24,976 $ - $ - $24,976
Service charges on deposit accounts 3,303 - - - 3,303
Other service charges and fees 1,650 3,359 9 - 5,018
Gains on calls of available for sale securities 44 - - (22) 22
Other income 807 852 594 1,117 3,370

Total noninterest income $5,804 $29,187 $603 $ 1,095 $36,689

Year Ended December 31, 2008

Retail Mortgage Consumer Other and

(Dollars in thousands) Banking Banking Finance Eliminations Total
Gains on sales of loans $ - $16,714 $ - $ (21) $16,693
Service charges on deposit accounts 3,907 - - - 3,907
Other service charges and fees 1,550 2,163 8 - 3,721
Gains on calls of available for sale securities 227 - - 7 234
Other-than-temporary impairment of available for sale

securities - - - (1,575) (1,575)
Other income ' 349 5 580 1,235 2,169

Total noninterest income $6,033 $18,882 $588 $ (359) $25,149

Year Ended December 31, 2007

Retail Mortgage Consumer Other and

(Dollars in thousands) Banking Banking Finance Eliminations Total
Gains on sales of loans ' $ - $15,854 $ -- $ (21) $15,833
Service charges on deposit accounts 3,684 - - - 3,684
Other service charges and fees 1,364 2,57 84 - 4,020
Gains on calls of available for sale securities 21 - -- - 21
Other income 247 218 506 1,349 2,320

Total noninterest income $5,316 $18,644 $590 $1,328 $25,878

2009 Compared to 2008

Total noninterest income increased 45.9 percent to $36.7 million in 2009 from $25.1 million in 2008. The
increase primarily resulted from (1) increased gains on sales of loans and ancillary fees associated with higher loan
originations in the Mortgage Banking segment in 2009, (2) higher bank card interchange fees and a fee received in
connection with a change in the debit card processor in the Retail Banking segment and (3) 2009 not having the $1.6
million other-than-temporary impairment in the Corporation’s holdings of perpetual preferred stock of Fannie Mae
and Freddie Mac that was recognized in 2008. The increase was offset in part by a $573,000 decline in overdraft
fees at the Retail Banking segment as a result of economic conditions over the past year, which have heightened

customer sensitivity to incurring such fees.
2008 Compared to 2007

Total noninterest income declined 2.8 percent to $25.1 million in 2008 in relation to 2007. The decrease
primarily resulted from a $1.6 million other-than-temporary impairment in the Corporation’s holdings of perpetual

preferred stock of Fannie Mae and Freddie Mac, as previously described. The impairment charge in the Other
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segment offset increases in other income in the Retail Banking and Mortgage Banking segments. Noninterest
income at the Retail Banking segment increased during 2008 as a result of higher customer usage and a pricing
increase in the Bank’s overdraft protection program, higher usage of bank card and ATM services, a higher number
of investment securities calls at premium call rates, gains on sales of pre-refunded available-for-sale securities and
a gain on the sale of the Bank’s credit card portfolio. Noninterest income at the Mortgage Banking segment
increased during 2008 as a result of higher gains on sales of loans, which was attributable to higher profit margins
on loans originated and sold. The increase in gains was offset in part by lower volume-dependent ancillary fees.

NONINTEREST EXPENSE
TABLE 4: Noninterest Expense
Year Ended December 31, 2009
Retail Mortgage Consumer
(Dollars in thousands) Banking Banking Finance Other Total
Salaries and employee benefits $13,881 $15,381 $5,183 $ 673 $35,118
Occupancy expense 3471 1,808 408 27 5,714
Other expenses 9,001 7,566 2,305 463 19,335
Total noninterest expense $26,353 $24,755 $7,896 $1,163 $60,167
Year Ended December 31, 2008
Mortgage Consumer
(Dollars in thousands) Retail Banking Banking Finance Other Total
Salaries and employee benefits $13,378 $8,889 $4,662 $ 795 $27,724
Occupancy expense 3,628 1,962 416 25 6,031
Other expenses 6,299 6,536 2,299 431 15,565
Total noninterest expense $23,305 $17,387 $7,377 $1,251 $49,320
Year Ended December 31, 2007
Mortgage Consumer
(Dollars in thousands) Retail Banking Banking Finance Other Total
Salaries and employee benefits $14,626 $11,095 $4,317 $ 749 $30,787
Occupancy expense 3,780 1,868 384 26 6,058
Other expenses 4,811 4,222 2,086 407 11,526
Total noninterest expense $23,217 $17,185 $6,787 $1,182 $48,371
2009 Compared to 2008

Total noninterest expense increased 22.0 percent to $60.2 million in 2009 as compared to $49.3 million in
2008. The Mortgage Banking segment reported higher variable personnel and operating expenses as a result of the
increase in loan production in 2009, as well as a $1.4 million increase in the provision for indemnification losses.
The Retail Banking segment reported higher operating expense predominantly arising from a $973,000 increase in
FDIC deposit insurance premiums, including the special assessment in 2009 to help replenish the DIF, and a $2.2
million increase in foreclosed property expenses and write-downs in 2009. Increases in personnel costs and
operating expenses at the Consumer Finance segment during 2009 resulted from staff additions to support loan

growth and operating expenses associated with loan production.
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2008 Compared to 2007

Total noninterest expense increased 2.0 percent to $49.3 million in 2008 in relation to 2007. The increase at
the Retail Banking segment included the effects of higher assessments for deposit insurance resulting from the
FDIC’s implementation of its amended assessment system, higher expenses associated with the enhancement of
our internet banking service, and higher loan and foreclosed properties expenses associated with nonperforming
assets. These increases were offset in part by lower salaries and benefits resulting from personnel reductions and
lower bonuses. The increase at the Mortgage Banking segment included the effects of a write-down in the carrying
value of certain foreclosed properties, an increase in the provision for estimated indemnification losses, and higher
legal expenses related to troubled loans. These increases were offset in part by lower production-based salaries
and bonuses. The increase at the Consumer Finance segment included the effects of higher personnel costs and
operating expenses to support growth and technology enhancements.

INCOME TAXES

Applicable income taxes on 2009 earnings amounted to $1.9 million, resulting in an effective tax rate of 26.0
percent, compared with $617,000, or 12.9 percent, in 2008 and $3.3 million, or 28.3 percent, in 2007. The increase in
the effective rate in 2009 in relation to 2008 resulted from higher pre-tax earnings at the non-bank business
segments, which are not exempt from state income taxes, which was offset in part by the increase in the Bank’s
municipal bond portfolio, which generates tax-exempt interest income. The decrease in the effective rate in 2008 in

relation to 2007 resulted from higher tax-exempt income on securities and loans as a percentage of pretax income.
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ASSET QUALITY

Allowance and Provision for Loan Losses

The allowance for loan losses represents an amount that, in our judgment, will be adequate to absorb any
losses on existing loans that may become uncollectible. The provision for loan losses increases the allowance, and
loans charged off, net of recoveries, reduce the allowance. The following table presents the Corporation’s loan loss

experience for the periods indicated:

TABLE 5: Allowance for Loan Losses

Year Ended December 31,

(Dollars in thousands) 2009 2008 2007 2006 2005
Allowance, beginning of period $19,806  $15963  $14,216  $13,064 $11,144
Provision for loan losses:

Retail Banking 6,400 2,300 280 (250) 400

Mortgage Banking 563 796 120 - -

Consumer Finance 11,600 10,670 6,730 4,875 5,120

Total provision for loan losses 18,563 13,766 7,130 4,625 5,520
Loans charged off:

Real estate —residential mortgage 1,655 179 34 32 —

Real estate — construction 2,234 - — - —

Commercial, financial and agricultural 1,110 211 2 97 20

Consumer 190 362 187 229 227

Consumer Finance 10,988 10,807 7,077 4,735 4,738

Total loans charged off 16,177 11,559 7,300 5,093 4,985
Recoveries of loans previously charged off:

Real estate —residential mortgage 3 - 1 1 -

Real estate — construction 11 - — -~ —

Commercial, financial and agricultural 27 14 125 69 49

Consumer 63 97 114 146 57

Consumer Finance 1,731 1,525 1,677 1,404 1,279

Total recoveries 1,835 1,636 1,917 1,620 1,385
Net loans charged off 14,342 9,923 5,383 3,473 3,600
Allowance, end of period $24,027 $19,806  $15963 $14,216 $13,064
Ratio of net charge-offs to average total loans

outstanding during period for Retail Banking and

Mortgage Banking 1.09% 14% - .03% .03%
Ratio of net charge-offs to average total loans

outstanding during period for Consumer Finance 5.18% 5.46% 3.65% 2.76% 3.33%

During 2009, there was a $1.9 million increase in the allowance for loan losses at the combined Retail
Banking and Mortgage Banking segments since December 31, 2008, and the provision for loan losses at these
combined segments increased $3.9 million in 2009 over 2008. These increases were attributable to the level of
nonperforming assets of the combined Retail Banking and Mortgage Banking segments as discussed below. Net
charge-offs for these combined segments increased $4.4 million year-over-year, which included write downs at the
Bank of several collateral-dependent commercial real estate relationships based on impairment analyses, which
indicated that their respective carrying values exceeded the fair market value of the underlying real estate
collateral. We believe that the current level of the allowance for loan losses at the combined Retail Banking and
Mortgage Banking segments is adequate to absorb any losses on existing loans that may become uncollectible. If
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current economic conditions continue or worsen, a higher level of nonperforming loans may be experienced in

future periods, which may then require a higher provision for loan losses.

The Consumer Finance segment’s allowance for loan losses increased to $15.0 million at December 31, 2009
from $12.6 million at December 31, 2008, and its provision for loan losses increased $930,000 in 2009 over 2008. The
increase in the provision for loan losses was primarily attributable to loan growth and the current overall economic
environment. Net charge-offs at the Consumer Finance segment declined slightly during 2009 in relation to 2008
due to modifications in underwriting criteria that had been implemented several years ago, enhanced collection
efforts and improved resale values of repossessed vehicles. We believe that the current level of the allowance for
loan losses at the Consumer Finance segment is adequate to absorb any losses on existing loans that may become
uncollectible. However, if unemployment persists at or near current levels and if weakening consumer demand for
automobiles results in declining values of automobiles securing outstanding loans, a higher provision for loan

losses may become necessary.

For further information regarding the adequacy of our allowance for loan losses, refer to “Nonperforming
Assets” within this Item 7.

Loan Loss Allowance Methodology - Retail Banking and Mortgage Banking. We conduct an analysis of the loan
portfolio on a regular basis. We use this analysis to assess the sufficiency of the allowance for loan losses and to
determine the necessary provision for loan losses. The review process generally begins with loan officers or
management identifying problem loans to be reviewed on an individual basis for impairment. In addition to these
loans, all substandard commercial, construction and residential loans in excess of $500,000 are evaluated for
individual impairment testing. Impairment is measured by either the present value of expected future cash flows
discounted at the loan’s effective interest rate, the loan’s obtainable market price, or the fair value of the collateral if
the loan is collateral dependent. We then establish a specific allowance based on the difference between the
carrying value of the loan and its estimated fair value. We segregate the loans meeting the criteria for special
mention, substandard, doubtful and loss, as well as impaired loans, from performing loans within the portfolio.
We then group loans by loan type (e.g., commercial, consumer) and by risk rating (e.g., substandard, doubtful).
We assign each loan type an allowance factor based on the associated risk, complexity and size of the individual
loans within the particular loan category. We assign classified loans a higher allowance factor than non-rated loans
within a particular loan type based on our concerns regarding collectibility or our knowledge of particular
elements surrounding the borrower. Our allowance factors increase with the severity of classification. Allowance
factors used for unclassified loans are based on our analysis of charge-off history and our judgment based on the
overall analysis of the lending environment including the general economic conditions. The allowance for loan
losses is the aggregate of specific allowances, the calculated allowance required for classified loans by category and
the general allowance for each portfolio type.

In conjunction with the methodology described above, we consider the following risk elements that are

inherent in the loan portfolio:

¢ Residential real estate loans and equity lines of credit carry risks associated with the continued credit-
worthiness of the borrower and changes in the value of the collateral.

e Construction loans carry risks that the project will not be finished according to schedule, the project will
not be finished according to budget and the value of the collateral may at any point in time be less than the
principal amount of the loan. Construction loans also bear the risk that the general contractor, who may or
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may not be a loan customer, may be unable to finish the construction project as planned because of
financial pressure unrelated to the project.

e Commercial real estate loans may carry risks associated with the successful operation of a business or a real
estate project, in addition to other risks associated with the ownership of real estate, because the repayment
of these loans may be dependent upon the profitability and cash flows of the business or project.

e Commercial business loans carry risks associated with the successful operation of a business, which is
usually the source of loan repayment, and the value of the collateral, which may depreciate over time and

cannot be appraised with as much precision as real estate.

e Consumer loans carry risks associated with the continued credit-worthiness of the borrower and the value
of the collateral (e.g., rapidly-depreciating assets such as automobiles), or lack thereof. Consumer loans are
more likely than real estate loans to be immediately adversely affected by job loss, divorce, illness or
personal bankruptcy.

Loan Loss Allowance Methodology - Consumer Finance. The Consumer Finance segment’s loans consist of
non-prime automobile loans. These loans carry risks associated with (1) the continued credit-worthiness of
borrowers who may be unable to meet the credit standards imposed by most traditional automobile financing
sources and (2) the value of rapidly-depreciating collateral. These loans do not lend themselves to a classification
process because of the short duration of time between delinquency and repossession. Therefore, the loan loss
allowance review process generally focuses on the rates of delinquencies, defaults, repossessions and losses.
Allowance factors also include an analysis of charge-off history and our judgment based on the overall analysis of
the lending environment.

The allocation of the allowance at December 31 for the years indicated and the ratio of related outstanding

loan balances to total loans are as follows:

TABLE 6: Allocation of Allowance for Loan Losses

(Dollars in thousands) 2009 2008 2007 2006 2005

Allocation of allowance for loan losses, end of year:
Real estate —residential mortgage $ 1,295 $ 1576 $ 684 $ 502 $ 402
Real estate — construction 281 483 267 136 202
Commercial, financial and agriculturall 7,022 4,752 3,384 3,031 3,776
Equity lines 211 167 143 134 124
Consumer 267 220 265 326 214
Consumer finance 14,951 12,608 11,220 9,890 8,346
Unallocated - -- -- 197 -~
Balance, December 31 $24,027 $19,806 $15,963 $14,216 $13,064

Ratio of loans to total year-end loans:
Real estate —residential mortgage 23% 22% 20% 22% 20%
Real estate ~— construction 2 4 5 2 4
Commercial, financial and agricultural! 39 42 43 44 45
Equity lines 5 4 4 5 5
Consumer 1 1 1 2 2
Consumer finance 30 27 27 25 24

100% 100% 100% 100% 100%

1 Includes loans secured by real estate for builder lines, acquisition and development and commercial development, as well as commercial loans
secured by personal property.
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Nonperforming Assets

Table 7 summarizes nonperforming assets at December 31, of each of the past five years.

TABLE 7: Nonperforming Assets

Retail Banking and Mortgage Banking

2005

(Dollars in thousands) 2009 2008 2007 2006
Nonaccrual loans*-Retail Banking $ 4812 $ 17,222 $ 495 $ 955 $ 4,083
Nonaccrual loans*-Mortgage Banking 204 1,460 732 - -
OREO**-Retail Banking 12,360 1,370 - - -
OREO**-Mortgage Banking 440 596 - - -
Total nonperforming assets $ 17,816 $ 20,648 $ 1,227 $ 955 $ 4,083
Accruing loans* past due for 90 days or more $ 451 $ 3,517 $ 578 $ 1,629  $ 3,826
Total loans* $447,592 $480,438 $441,648 $399,195 $366,962
Allowance for loan losses $ 9,076 $ 7,198 $ 4743 $ 4326 % 4718
Nonperforming assets to total loans* and OREO** 3.87% 4.28% 0.28% 0.24% 1.11%
Allowance for loan losses to total loans* 2.03 1.50 1.07 1.08 1.29
Allowance for loan losses to nonaccrual loans* 180.94 38.53 386.55 45298 115.56
* Loans exclude Consumer Finance segment loans presented below.
** Other real estate owned (OREO) is recorded at its fair market value less cost to sell.
Consumer Finance - )
(Dollars in thousands) 2009 2008 2007 2006 2005
Nonaccrual loans $ 387 $ 798 $ 1,38 $§ 880 $ 1819
Accruing loans past due for 90 days or more $ - $ - $ - $ 8 $ 26
Total loans $189,439 $172,385 $160,196 $132,864 $111,141
Allowance for loan losses $ 14,951 $ 12,608 $ 11,220 $ 9,890 $ 8346
Nonaccrual consumer finance loans to total consumer finance loans 0.20% 0.46% 0.87% 0.66% _1.64%
Allowance for loan losses to total consumer finance loans 7.89% 7.31% 7.00% 7.44% _ 7.51%

Nonperforming assets of the Retail Banking segment totaled $17.2 million at December 31, 2009 compared
to $18.6 million at December 31, 2008. While there was a slight decrease of $1.4 million overall, the composition of
the Bank’s nonperforming assets shifted from nonaccrual loans to other real estate owned (OREO) assets. As
nonaccrual loans were charged-off during 2009, the Bank foreclosed and took possession of the underlying
collateral. The largest components of the Bank’s nonaccrual loans are three commercial relationships and one
individual borrower aggregating $4.3 million, which are secured by residential real estate, and for which specific
reserves totaling $1.1 million have been established. We believe we have provided adequate loan loss reserves
based on current appraisals of the collateral. In some cases, appraisals have been adjusted to reflect current trends
including sales prices, expenses, absorption periods and other current relevant factors. Nonaccrual loans also
include certain loans that have been modified in troubled debt restructurings (TDRs) where economic concessions
have been granted to borrowers who have experienced or are expected to experience financial difficulties. These
concessions typically are made for loss mitigation purposes and could include reductions in the interest rate,
payment extensions, forgiveness of principal, forbearance or other actions. At December 31, 2009, the Bank’s
nonaccrual loans, as presented in Table 7: Nonperforming Assets, included $277,000 of TDRs. TDRs that were
performing in accordance with their modified terms and excluded from nonperforming loans in Table 7:
Nonperforming Loans, were $2.8 million at December 31, 2009. There were no TDRs prior to 2009. The largest
component of the Bank’s foreclosed properties is $11.04 million of residential properties associated with five
commercial relationships. These properties have been written down to their estimated fair values based upon
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current appraisals less selling costs. As with nonaccrual loans, in some cases appraisals were adjusted to reflect

current trends including sales prices, expenses, absorption periods and other current relevant factors.

Nonperforming assets of the Mortgage Banking segment totaled $644,000 at December 31, 2009 compared
to $2.1 million at December 31, 2008. This decrease resulted from sales of OREO, loan charge-offs and write-downs
of the carrying value of foreclosed properties to their fair values less costs to sell.

We have increased our allowance as a percentage of total loans at the combined Retail Banking and
Mortgage Banking segments largely as a result of the sustained deterioration in the economy, in particular the
housing market. We may continue to make adjustments to the allowance level in the future based upon changes in

our portfolios and general economic conditions.

Nonaccrual loans at the Consumer Finance segment have declined from $798,000 at December 31, 2008 to
$387,000 at December 31, 2009. Nonetheless, the allowance for loan losses increased from $12.6 million at
December 31, 2008 to $15.0 million at December 31, 2009, and the ratio of the allowance for loan losses to total
consumer finance loans increased 58 basis points, as a result of loan growth and our concern about general
employment levels and economic conditions. The Consumer Finance segment’s loan portfolio could be
immediately adversely affected by the ongoing effects of the economic recession. High unemployment levels,
decreased consumer demand for automobiles and declining values of automobiles securing outstanding loans
could increase the level of charge-offs. We may make adjustments to our allowance level in the future based upon

changes in our loan portfolio and general economic conditions.

In accordance with its policies and guidelines and consistent with industry practices, C&F Finance, at
times, offers payment deferrals to borrowers, whereby the borrower is allowed to move up to two payments within
a twelve-month rolling period to the end of the loan, generally by paying a fee. An account for which all
delinquent payments are deferred is classified as current at the time the deferment is granted and therefore is not
included as a delinquent account. Thereafter, such an account is aged based on the timely payment of future
installments in the same manner as any other account. We evaluate the results of this deferment strategy based
upon the amount of cash installments that are collected on accounts after they have been deferred versus the extent
to which the collateral underlying the deferred accounts has depreciated over the same period of time. Based on
this evaluation, we believe that payment deferrals granted according to our policies and guidelines are an effective
portfolio management technique and result in higher ultimate cash collections. Payment deferrals may affect the
ultimate timing of when an account is charged off. Increased use of deferrals may result in a lengthening of the
loss confirmation period, which would increase expectations of credit losses inherent in the portfolio and therefore

increase the allowance for loan losses and related provision for loan losses.

During periods of economic slowdown or recession, delinquencies, defaults, repossessions and losses
generally increase at the Consumer Finance segment. These periods also may be accompanied by decreased
consumer demand for automobiles and declining values of automobiles securing outstanding loans, which
weakens collateral coverage and increases the amount of a loss in the event of default. Significant increases in the
inventory of used automobiles during periods of economic recession may also depress the prices at which we may
sell repossessed automobiles or delay the timing of these sales. Because C&F Finance focuses on non-prime
borrowers, the actual rates of delinquencies, defaults, repossessions and losses on these loans are higher than those
experienced in the general automobile finance industry and could be more dramatically affected by a general
economic downturn. While we manage the higher risk inherent in loans made to non-prime borrowers through the
underwriting criteria and collection methods employed by C&F Finance, we cannot guarantee that these criteria or
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methods will afford adequate protection against these risks. However, we believe that the current allowance for
loan losses is appropriate to absorb any losses on existing Consumer Finance segment loans that may become

uncollectible.

We generally place loans at the Retail Banking, Mortgage Banking and Consumer Finance segments on
nonaccrual status when the collection of principal or interest is 90 days or more past due, or earlier, if collection is
uncertain based on an evaluation of the net realizable value of the collateral and the financial strength of the
borrower. Loans greater than 90 days past due may remain on accrual status if we determine we have adequate
collateral to cover the principal and interest. For those loans that are carried on nonaccrual status, payments are
first applied to principal outstanding. We would have recorded additional gross interest in